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INCOME TAX EXEMPTION FOR EMPLOYEES’ CONTRI- 
BUTIONS TO RAILROAD RETIREMENT FUND 





TUESDAY, JULY 3, 1956 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANs, 
Washington, D. C. 


The committee met at 10 a. m., Hon. Jere Cooper (chairman) 
presiding. 

The CanrrmMan. The committee will be in order. 

The Committee on Ways and Means has scheduled hearings today 
on a legislative proposal which would provide for the exclusion of gross 
income, for Federal income tax purposes, of amounts contributed by 
railroad employees to the railroad retirement fund. There is legis- 
lation pending before the Committee on Ways and Means which would 
provide for that purpose. 

Due to the heavy schedule of committee activity and the legislative 
program in the House of Representatives for this week it has been 
necessary for the committee to limit the testimony during this 1-day 
hearing to representatives from the railroad industry and officials of 
the interested executive departments. Accordingly, representatives 
of the railroad industry will be heard during this morning’s session 
of the committee. Spokesmen of the executive departments will also 
be allowed to be heard. Other persons who desire to submit a written 
statement for inclusion in the printed record of the hearings may do 
so by making such material available to the clerk of the committee 
in triplicate, by Friday, July 6. 

It will be recalled that the Committee on Ways and Means and the 
House Committee on Interstate and Foreign Commerce have adopted 
resolutions pertaining to this subject. Without objection, I will au- 
thorize the clerk of the committee to include in the record at this point 
a copy of the press release announcing these hearings, copies of legis- 
lation pending before the committee pertaining to this subject matter, 
copies of the two resolutions, departmental reports received on the 
legislation, and such other material as has been received for the 
record. 

(The documents referred to are as follows:) 


Hon. JERE Cooper, CHAIRMAN, COMMITTEE ON WAYS AND MEANS, ANNOUNCES 

HEARINGS ON LEGISLATION WuHicH Woutp Exc.tupE From Gross INCOME, 
FOR INcoME Tax Purposes, EMPLOYEES’ CONTRIBUTIONS TO THE RAILROAD 
RETIREMENT FuND 


The Honorable Jere Cooper (Democrat, Tennessee), chairman of the House 
Committee on Ways and Means, today announced that the committee will hold 
public hearings on Tuesday, July 3, on legislation which would exclude from gross 
income, for Federal income tax purposes, employees’ contributions to the railroad 
retirement fund. H. R. 10578 introduced by Hon. Noble J. Gregory (Kentucky) 
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would provide such exclusion, among other things. H. R. 11764 introduced by 
Hon. Eugene J. McCarthy (Minnesota) also provides such an exclusion. The pur- 
pose of this legislation is to exempt contributions to the railroad retirement fund 
by employees from withholding tax and from taxable income. 

The hearings will be limited to 1 day and will begin at 10 a. m., in the main 
hearing room of the Committee on Ways and Means in the New House Office 
Building. Representatives from the railroad industry who oppose or support this 
legislation will be permitted to testify for a total of 2 hours in the morning. Ad- 
ministration spokesmen from the Treasury Department and any other interested 
departments or agencies will be permitted to testify 2 hours in the afternoon on this 
legislation. 

Interested persons from the railroad industry desiring to appear and testify 
should submit their requests to the clerk of the committee, room 1102, New House 
Office Building, Washington 25, D. C., by noon, Saturday, June 30. 

The committee specified that the testimony during the hearings should be 
limited to interested persons from the railroad industry and interested adminis- 
tration officials. Other persons, who may desire to do so, may file written state- 
ments (in triplicate) for inclusion in the printed hearings, up to the close of busi- 
ness on Friday, July 6. 

The chairman has requested that interested railroad industry witnesses submit 
50 copies of their prepared statements to the committee clerk by Monday, July 2, 
if possible. 


[H. R. 10578, 84th Cong., 2d sess.] 


A BILL To amend the Railroad Retirement Tax Act 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) sections 3201, 3202 (a), 3211, and 3221 of 
the Railroad Retirement Tax Act are each amended by striking out ‘‘after Decem- 
ber 31, 1954” wherever it appears and inserting in lieu thereof ‘‘after June 30, 
1956’, and by striking out ‘‘after 1954” and inserting in lieu thereof ‘after June 
1956.” 

(b) (1) Sections 3201 and 3221 of such Act are each amended by striking out 
“6% percent”’ and inserting in lieu thereof ‘7% percent.”’ 

(2) Section 3211 of such Act is amended by striking out ‘12% percent” and 
inserting in lieu thereof ‘14% percent.” 

Sec. 2. Sections 3201 and 3211 of the Railroad Retirement Tax Act are each 
further amended by adding at the end thereof the following new sentence: ‘‘Not- 
withstanding any other provisions of law, the amount of the tax imposed on the 
income of any individual by this section shall be excluded from such individual’s 
gross income for purposes of chapter 1 and from such individual’s ‘wages’ for 
purposes of chapter 24.” 

Src. 3. The amendments made by section 1 shall be effective only with respect 
to compensation paid after June 30, 1956, for services rendered after such date. 
The amendments made by section 2 shall apply with respect to taxable years 
ending after June 30, 1956, but only with respect to compensation paid after such 
date for services rendered after such date. 


[H. R. 11764, 84th Cong., 2d sess.] 
A BILL To amend the Railroad Retirement Tax Act 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That sections 3201 and 3211 of the Railroad 
Retirement Tax Act are each amended by adding at the end thereof the following 
new sentence: ‘‘Notwithstanding any other provisions of law, the amount of the 
tax imposed on the income of any individual by this section shall be excluded 
from such individual’s gross income for purposes of chapter 1 and from such 
individual’s ‘wages’ for purposes of chapter 24.” 

Sec. 2. The amendment made by section 1 shall apply with respect to taxable 
years ending after June 30, 1956, but only with respect to compensation paid 
after such date for services rendered after such date. 
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[For the press, immediate release, March 14, 1956} 


Chairman Jere Cooper (Democrat, Tennessee), Committee on Ways and Means, 
today released a resolution adopted unanimously by the committee on March 13, 
1956. The resolution is attached and is self-explanatory. 

A copy of the resolution has been conveyed by Chairman Cooper and Repre- 
sentative Daniel A. Reed (Republican, New York), ranking minority member, 
to the Speaker, the majority and minority leaders of the House, and to the 
chairman and ranking minority member of the House Committee on Interstate 
and Foreign Commerce. 


‘*RESOLUTION 


‘“‘Whereas the Committee on Interstate and Foreign Commerce of the House of 
Representatives is now considering H. R. 9065 and other identical bills to amend 
the Railroad Retirement Act of 1937 to provide increases in benefits and for 
other purposes; 

‘‘Whereas the said bills provide that the employees’ contributions to the railroad 
retirement program shall be excluded from gross income for Federal income-tax 
purposes; 

“Whereas such a tax provision represents a complete departure from estab- 
lished principles of Federal income taxation and would create a special tax advan- 
tage not available to any other group of employees in the country; 

‘‘Whereas the provision in question thus involves fundamental principles of tax 
policy, including basic questions of fairness and equity in the tax system as a 
whole; 

“Whereas such a tax provision, if enacted, would result in shifting to the 
Federal Government and, thus, to taxpayers generally the employee’s share of 
the cost of the proposed increase in railroad retirement benefits and a portion of 
the cost of the existing program; 

‘‘Whereas such a tax provision, if enacted, would necessitate logically the exten- 
sion. of a similar tax benefit to the members of other retirement systems at a cost to 
the Federal revenue of several billion dollars annually; 

‘“‘Whereas the ultimate revenue effects of the tax provision in question mani- 
festly contain serious implications with regard to the Federal budget and the tax 
burden of taxpayers generally; 

‘‘Whereas under the Legislative Reorganization Act of 1946 and under rule XI 
of the House of Representatives, the Committee on Ways and Means has juris- 
diction over revenue measures generally; and 

“Whereas if the tax provision in question were enacted the Committee on Ways 
and Means necessarily would have to consider further legislation to grant equiva- 
lent treatment to other retirement systems: Be it therefore 

‘Resolved, That it is the sense of the Committee on Ways and Means that the 
Committee on Interstate and Foreign Commerce, in its consideration of railroad 
retirement legislation, should take no action with respect to matters involving the 
Federal revenues; and be it further 

“Resolved, That the chairman, together with the ranking minority member of 
the Committee on Ways and Means, convey a copy of this resolution to the 
Speaker of the House, the majority and minority leaders of the House, and the 
chairman and ranking minority member of the Committee on Interstate and 
Foreign Commerce.” 





RESOLUTION ADOPTED UNANIMOUSLY BY THE COMMITTEE ON INTERSTATE AND 
ForEIGN CoMMERCE, House oF REPRESENTATIVES 


Whereas the Committee on Interstate and Foreign Commerce of the House of 
Representatives has pending before it, for executive consideration, H. R. 9065 
and approximately 100 identical bills to amend the Railroad Retirement Act of 
1937 to provide urgently needed increases in benefits to some 425,000 retired 
railroad employees and spouses and survivors of railroad employees; and 

Whereas the most recent (sixth) actuarial valuation of the assets and liabilities 
of the railroad retirement system indicates a deficiency in the contribution rate 
of 1.63 percent of payroll, or $86 million a year on a level basis, and it is therefore 
not possible further to increase such benefits unless appropriate provision is made 
for their financing; and 

Whereas sections 4 and 5 of H. R. 9065 contain provisions amending the Rail- 
road Retirement Tax Act to finance these benefit increases, but the Committee 
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on Ways and Means (by a resolution adopted March 13, 1956) has expressed 
its sense that, in the consideration of railroad retirement legislation, the Com- 
mittee on Interstate and Foreign Commerce should take no action with respect 
to matters involving the Federal revenues; and in deference to this resolution 
the Committee on Interstate and Foreign Commerce has postponed action on 
the legislation pending before it; and 

Whereas the Committee on Ways and Means has pending before it H. R. 
10578, a bill to amend the Railroad Retirement Tax Act, which implements H. R. 
9065 and would provide financing for the benefit increases proposed therein, and 
which would also provide certain tax relief for railroad employees; and 

Whereas since the benefit increases in H. R. 9065 and the financing provisions 
of H. R. 10578 are interdependent, the Committee on Interstate and Foreign 
Commerce cannot act on the bills to amend the Railroad Retirement Act until 
the Committee on Ways and Means has acted on H. R. 10578: Therefore be it 

Resolved, That it is the sense of the Committee on Interstate and Foreign Com- 
merce that the Committee on Ways and Means should give prompt consideration 
to H. R. 10578; and be it further 

Resolved, That the chairman and the ranking minority member of the Com- 
mittee on Interstate and Foreign Commerce convey a copy of this resolution to 
the Speaker of the House, to the majority and minority leaders of the House, 
and 7 the chairman and ranking minority member of the Committee on Ways 
and Means. 





UniTEp StaTEs OF AMERICA, 
RAILROAD RETIREMENT Boarp, 
Chicago, Ill., May 29, 1956. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear Mr. Cooper: I enclose quadruplicate copies of the respective reports 
of Chairman Kelly and Board Members Harper and Healy of the Railroad 
Retirement Board on H. R. 10578, a bill to amend the Railroad Retirement Tax 
Act. 

Mr. Roger W. Jones, Assistant Director for Legislative Reference, Bureau of the 
Budget, advises that, 

““* * * while there is no objection to the presentation of such reports as the 
Board members deem appropriate, enactment of H. R. 10578 would not be in 
accord with the program of the President for the following reasons: 

(1) The bill is discriminatory in that it would introduce a new type of tax 
treatment favoring a select group of employees. 

(2) The bill would induce pressures for comparable treatment of other em- 
ployed groups, with serious adverse effects upon income-tax revenues. 

“Tn addition it should be noted that enactment of H. R. 10578 would tend to 
encourage the enactment of H. R. 9065 or similar bills to increase benefits under 
the Railroad Retirement Act and thereby aggravate the already serious financial 
deficiency in the railroad retirement program and hasten depletion of the fund.” 

Sincerely yours, 
Mary B. LInKIns, 
Secretary of the Board, 





UnitTEp STATES OF AMERICA, 
RAILROAD RETIREMENT Boarp, 
Chicago, Ill., May 14, 1956. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear Mr. Cooper: In his letter of May 2, 1956, Mr. Leo H. Irwin, clerk of 
your committee, requested the views and recommendations of this Board on the 
bill H. R. 10578. 

The three members of this Board have diverse views regarding this bill and 
each of us is submitting his separate report thereon. 

I recommend favorable consideration of the bill, except that I make no recom- 
merdation with respect to the provisions of section 2, since such provisions are 
chiefly the concern of other departments of the Government. Section 2 would 
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exclude from the gross income of employees and employee representatives, and 
from wages, for income-tax purposes, all taxes they would pay under the Railroad 
Retirement Tax Act. 
Sincerely yours, 
RayMonp J. Kettiy, Chairman. 





UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT Boarp, 
Chicago, Ill. May 14 1956. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear Mr. Cooper: This is my personal report, as labor member of the Railroad 
Retirement Board, on the bill H. R. 10578, 84th Congress, 2d session, introduced 
by. Mr. Gregory on April 17, 1956. 

The effect of section 1 of the bill would be to increase the tax rates under the 
Railroad Retirement Tax Act on railroad employers and employees by 1 percent, 
that is, from 6% percent of payroll up to $350 a month to 7% percent; and to 
increase the tax rates on employee representatives by 2 percent, that is, from 
12% percent of payroll up to $350 a month to 14% percent. 

The purpose of section 1 of the bill is to provide sufficient revenue to cover the 
cost of added benefits under the Railroad Retirement Act provided for in the bill 
H. R. 9065, 84th Congress, 2d session, now under consideration by the House 
Committee on Interstate and Foreign Commerce. During the consideration of 
that bill by that committee, the question was raised whether the additional 
revenue now proposed by section 1 of the bill H. R. 10578 would be sufficient 
to cover the cost of the added benefits mentioned above. In the thought that 
the same question will be raised before your committee I deem it necessary to 
state my views with respect thereto. 

The Board’s actuary has computed the cost of the proposed increase in benefits 
to be less than 2 percent of payroll, but he added to such cost 0.33 percent of 
payroll on the assumption that this minor liberalization in benefits would be an 
incentive to earlier retirement. In my opinion, the inclusion by the actuary of 
an additional 0.33 percent of payroll to cover accelerated retirement must represent 
purely a guess. I have spent a lifetime with railroad workers and I think I 
know something of their thinking. They will not retire as long as they are able 
to work and the small increase in benefits that the bill would provide would 
offer no incentive to giving up the life and the work in which they are interested. 

Section 2 of the bill H. R. 10578 provides for the exclusion from the gross 
income, and from wages, for income-tax purposes, the employee’s retirement 
taxes, I favor this provision because the principle of taxing a taxpayment, that 
is, a tax upon tax, is highly objectionable. Countries like Great Britain and 
Canada have already removed this objectionable duplicate taxation on retirement 
contributions. But I do not rely on that alone as a precedent. The Congress of 
the United States has given relief to American stockholders by way of reducing 
taxes on dividend income on the stated theory of avoiding double taxation, even 
though the corporation paying the dividend has passed on to the consumer the 
business tax levied on corporate income. Moreover, I understand that many 
industries in the United States provide pension systems supplementary to the 
social-security system and thereby avoid double taxation on the employee by 
making such supplementary systems noncontributory; that is, they pay both the 
employer and employee cost for the supplementary system and save the employee 
a tax on a tax, while at the same time charging off the additional cost to them as 
a business expense not includible as taxable income. I may add that this is true 
in the railroad industry right now. What this bill proposes is to do directly what 
is being done indirectly by private companies. As a matter of fact, if railroad 
employers and employees were to reach, through collective bargaining, an agree- 
ment whereby the present railroad retirement system were to be financed exclu- 
sively by employers, who would pay less than half (only 48 percent) of the cost, as 
they do now, for their share under the present tax system, the employees would 
obtain even more relief than the bill proposes. 

Section 3 of the bill H. R. 10578 provides that the increase in tax rates proposed 
by section 1 of the bill, and the exclusion of the railroad retirement taxes paid by 
employees and employee representatives from gross income, and from wages, for 
income-tax purposes, as provided in section 2 of the bill, shall be effective only 
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with respect to compensation paid after June 30, 1956, for services rendered after 
such date. 
In view of the discussion above with respect to sections 1 and 2 of the bill, I 
respectfully urge your committee to report the bill favorably. 
Sincerely yours, z 
Horace W. Harper. 


Unirep States oF AMERICA, 
RAILROAD RETIREMENT Boarp, 
Chicago 11, Ill., May 14, 1956. 
Hon. JERE Cooper, 
Chairman, Commitiee on Ways and Means, 
House of Representatives, Washington, D. C. 

Dear Mr. CuarrMan: I respectfully record herein my views as carrier member 
of the Railroad Retirement Board on H. R. 10578, a bill to amend the Railroad 
Retirement Tax Act. 

This bill proposes an additional assessment of 2 percent on taxable payroll 
earnings to be shared equally by employers and the currently active, as well as 
future, employees. While the bill, H. R. 10578, contains no provision for aug- 
menting benefits under the Railroad Retirement Act, the increase of 2 percent in 
tax contributions is, without doubt, for the specific purpose of doing so as proposed 
in H. R. 9065, currently under consideration by the Committee on Interstate and 
Foreign Commerce of the House of Representatives, 

The Railroad Retirement Act of 1937, to insure the preservation of this self- 
supporting retirement system on a sound basis, requires that the Board estimate 
its assets and liabilities at intervals not exceeding 3 years, It provides a further 
safeguard through the compulsory employment of an independent actuarial 
committee charged with the responsibility of examining and verifying the accu- 
racy of these reports. 

The Board, therefore, in its guardianship of the trust fund is legally, and indeed 
morally, obligated to weigh carefully the findings and recommendations developed 
in these studies. 

In the last report, which includes the laws in effect on December 31, 1955, the 
Chief Actuary of the Board placed the net level cost at 14.13 percent of payroll, 
indicating an actuarial deficiency (when compared to the 12.50 percent con- 
tributions) of 1.63 percent, or the equivalent of $86 million per year. The report 
contains this warning: 

“Tt is believed that no overly conservative assumptions have been introduced 
in this valuation so that the likelihood of an understatement of costs appears to 
be greater than an overstatement.’’ 

The independent actuarial valuation committee in certifying to the correctness 
of the methods employed and the accuracy of the findings, deemed it necessary, in 
affirming the current deficiency of $86 million per year, on level cost basis, to 
emphasize the warning of the Board’s Chief Actuary. 

And I believe, for the first time in its history, the three present members of the 
Board jointly signed, on December 22, 1955, a report manifesting their individual 
concern and recommending careful study by all interested, of means for the 
ultimate elimination of this deficiency. 

Studies by our Chief Actuary reveal that the augmented benefits proposed, 
despite the additional tax contributions suggested will, in fact, increase the 
present deficiency to $102 million per year, as clearly indicated by the following 
comparative figures: 


Under present | Under proposed 
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The enactment of this proposed bill would thus be contrary to the principle 
of maintaining the fund on a sound actuarial basis and, in my opinion, would be 
a step toward the fate of so many other well-intended employee-security plans, 
in the history of the past. 

I have no other alternative than to recommend your disapproval of H. R. 10578. 

Sincerely, 
Tuomas M. Hearty. 


TREASURY DEPARTMENT, 
Washington, D. C., May 17, 1956. 
Hon. JERE Cooper, 
Chairman, Commiitee on Ways and Means, 
House Office Building, Washington, D. C. 


My Dear Mr. CuHarrMan: This is in reference to a request for the Treasury 
Department’s views on H. R. 10578 to amend the Railroad Retirement Act of 
1937. We are concerned over section 2 of this bill which excludes employees’ 
contributions to the railroad retirement program from both withholding tax and 
taxable income. After the increase in the contribution rate provided by the 
bills, the exclusions would amount to 7% percent of the covered employee’s wages. 
Such exclusions are not permitted under existing law. 

These proposed exclusions would represent a departure from established prin- 
ciples of Federal income taxation and would create a special tax advantage not 
available to any other group of employees in the country. Employees contribu- 
tions to the railroad retirement programs are a form of savings for retirement and 
other contingencies. If savings of railroad employees are excluded from taxable 
income, other groups could be expected to demand comparable exclusions for 
other types of savings for retirement, including contributions to the OASI pro- 
gram, private pension plans, and annuities. 

Present law already gives considerable relief to people covered by the railroad 
retirement system by excluding from taxable income all railroad retirement bene- 
fits including not only the employee’s contribution but also the employer’s con- 
tribution and accumulated interest. If, in addition to the present exemption of 
benefits, employee’s contributions were excluded, no tax would be paid on the in- 
come represented by such contributions at any time. This would discriminate 
against other taxpayers including self-employed people who are not eligible for 
the tax advantages received by employees under employer-financed pension plans 
and who save for retirement out of income that has been subject to income tax. 

Moreover, the Federal Government is specifically prevented by law from levy- 
ing on railroad retirement benefits for nonpayment of taxes. This gives them an 
advantage not available to those receiving other typical benefits which are sub- 
ject to levy. 

The fact that railroads are permitted to deduct their contributions to the rail- 
road retirement fund does not justify deduction for employees’ contributions. 
The railroads’ contributions are a business expense in the form of indirect com- 
pensation to employees. There is no parallel between the allowance of this 
deduction and the proposed exclusion of a part of an individual’s income, which 
is used by him to finance part of his own retirement benefit. 

As a result of the proposed exclusion the net cost to employees of the proposed 
increased contributions into the railroad retirement fund would actually be 
reduced below the present level. The income-tax reductions resultin ; from the 
exclusion generally would be larger than the increase from 6.25 to 7.2" percent in 
employees’ contributions. If the contributions were excluded frum the first 
bracket 20 percent rate, employees would pay to the railroad retirement program 
a net amount of 5.8 percent of wages compared with 6.25 percent at present. 
The bill would therefore shift to the Federal Government and to taxpayers 
generally not only the employee’s share of the cost of the proposed increase in 
benefits but also part of the cost of the existing program. 

Exclusions for income invested in specified forms of retirement savings would 
cause substantial immediate losses in revenue. The exclusions of railroad retire- 
ment contributions alone would involve an annual revenue loss estimated at $70 
million. Similar exclusions for employee contributions to the social security 
system would cost $630 million and for employee contributions to both private and 

rovernment pension plans, $330 million. The annual cost of all these exclusions 
would exceed $1 billion. 
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The revenue loss could run to $2 billion or more if all individuals were allowed 
to exclude up to 7% percent of income provided this percentage of income were 
saved for retirement. 

For these reasons the Treasury Department is strongly opposed to the enact- 
ment of H, R. 10578. 

The Director, Burean of the Budget, has advised the Treasury Department 
that there is no objection to the presentation of this report. 

Sincerely yours, 
Dan Turoop Smiru, 
Special Assistant to the Secretary, in Charge of Tax Policy. 


UnitEp States or AMERICA, 
RAILROAD RETIREMENT Boarp, 


Chicago, Ill., June 29, 1956. 
Hon. JERE Cooper, 


Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D 


Dear Mr. Cooper: In response to the committee’s request of June 18, 1956, 
this is a report on H. R. 11764, ‘“‘a bill to amend the Railroad Retirement Tax 
Act, introduced in the House by Mr. McCarthy on June 13, 1956. 

The provisions of H. R. 11764 are identical to those of section 2 and the second 
sentence of section 3 of the bill H. R. 10578, on which individual reports of the 
three members of the Railroad Retirement Board were submitted to you with my 
letter of May 29, 1956. 

In his report on H, R. 10578, the Chairman of the Board stated, with respect 
to the provisions which are identical to those of H. R. 11764: 

‘“* * * T make no recommendation with respect to the provisions of section 2, 
since such provisions are chiefly the concern of other departments of the Govern- 
ment. Section 2 would exclude from the gross income of employees and employee 
representatives, and from wages, for income-tax purposes, all taxes they would 
pay under the Railroad Retirement Tax Act.” 

Mr. Horace W. Harper, the labor member of the Board commented as follows 
with respect to those provisions in his report on H. R. 10578: 

“Section 2 of the bill H. R. 10578 provides for the exclusion from the gross 
income, and from wages, for income-tax purposes, the employee’s retirement 
taxes. I favor this provision because the principle of taxing a tax payment, 
that is, a tax upon a tax, is highly objectionable. Countries like Great Britain 
and Canada have already removed this objectionable duplicate taxation on 
retirement contributions. But I do not rely on that alone as a precedent. The 
Congress of the United States has given relief to American stockholders by way 
of reducing taxes on dividend income on the stated theory of avoiding double 
taxation, even though the corporation paying the dividend has passed on to 
the consumer the business tax levied on corporate income. Moreover, I under- 
stand that many industries in the United States provide pension systems supple- 
mentary to the social security system and thereby avoid double taxation on the 
employee by making such supplementary systems noncontributory; that is, they 
pay both the employer and employee cost for the supplementary system and save 
the employee a tax on a tax, while at the same time charging off the additional 
cost to them as a business expense not includible as taxable income. I may add 
that this is true in the railroad industry right now. What this bill proposes 
is to do diectly what is being done indirectly by private companies. As a 
matter of fact, if railioad employers and employees were to reach, through 
collective bargaining, an agreement whereby the present railroad 1etirement 
system were to be financed exclusively by employers, who would pay less than 
half (only 48 percent) of the cost, as they do now, for their share under the present 
tax system, the employees would obtain even more relief than the bill proposes. 

“Section 3 of the bill H. R. 10578 provides that * * * the exclusion of the 
railroad retirement taxes paid by employees and employee representatives from 
gross income, and from wages, for income-tax purposes, as provided in section 2 
of the bill, shall be effective only with respect to compensation paid after June 
30, 1956, for services rendered after such date.” 

Mr. Thomas M. Healy, the carrier member, did not comment with respect to 
section 2 of H. R.°10578 but I am authorized to quote below his views on H. R. 
11764: 
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“The enactment of H. R. 11764 will encourage the enactment of H. R. 9065, 
which, as amended, was recently reported out by the House Committee on Inter- 
state and Foreign Commerce; and by reason of. such encouragement and possible 
enactment, both railroad retirement taxes and benefits would be increased, and 
the current deficit of about $86 million estimated by the Board’s actuary would be 
increased to about $102 million a year. I am, therefore, opposed to the enactment 
of the bill H. R. 11764.” 

Mr. Roger W. Jones, Assistant Director for Legislative Reference, Bureau of the 
Budget, to whom the Board members’ reports on H. R. 10578 were submitted for 
approval, made the following comments pertinent to the provisions identical to 
H. R. 11764: 

“* * * while there is no objection to the presentation of such reports as the 
Board members deem appropriate, enactment of H. R. 10578 would not be in 
accord with the program of the President for the following reasons: 

(1) The bill is discriminatory in that it would introduce a new type of tax 
treatment favoring a select group of employees. 

(2) The bill would induce pressures for comparable treatment of other em- 
ployed groups, with serious adverse effects upon income tax revenues.”’ 

Very truly yours, 
Mary B. LINKINs, 
Secretary of the Board, 

The CuatrMan. The first witness on the calendar this morning is 
our colleague, Hon. Joel T. Broyhill of Virginia. Mr. Broyhill, we 
know you favorably, but please identify yourself for the benefit of 
the record. 


STATEMENT OF HON. JOEL T. BROYHILL, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Broyuintt. Thank you, Mr. Chairman. My name is Joel T. 
Broyhill and I represent the 10th District of Vi irginia, 

The House Ways and Means Committee today i is considering two 
bills, H. R. 10578 and H. R. 11764, designed to raise employer and 
employee contributions to the railroad retirement fund and to exempt 
the amount of these contributions from individual gross income fer 
tax purposes. These bills are the companions of another bill, now await- 
ing consideration on the floor of the House, to increase benefits under 
the Railroad Retirement Act. 

Action on this bill is vitally needed. In 1936, when the railroad 
retirement program was begun, employees who had served the Nation’s 
railroads for 10 years or longer were entitled to an average monthly 
benefit of $65. Today, while the Nation is enjoying the greatest 
prosperity in its history, retiring employees receive less real w ages 
than during the depth of the depression. The average payment re- 
ceived today is only $100 a month, only 50 percent above the 1936 
level; yet the cost of living has risen almost 100 percent since then. 
In terms of annual income, this is only $1,200 a year—hardly more 
than a subsistence level. 

Even more desperate is the impoverishment of the railroad employee 
who has met with an accident in the course of his duties and whose 
working life has been abruptly ended. He receives only less than 
his uninjured companion in retirement. A comparison with 1936 
reveals the tragedy of his situation even more. In terms of real 
purchasing power he receives less than three-fourths of the benefits 
given to disabled employees of the depression period. 

It has been 5 years since Congress revised railroad retirement 
provisions. Since esas: social-security benefits have been raised not 
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once but twice. This year Congress is considering still another 
increase. Action on railroad retirement benefits is long overdue. 
Since 1951, both wages in the railroad industry and the cost of living 
have risen 15 percent. Should the workers who, during this period, 
have been contributing an increasing amount of money to their 
retirement fund be faced now with the problem of living on pensions 
whose value has been substantially lowered by the rise in prices? 
Simple justice demands otherwise. 

The Nation’s railroad workers do not ask for Government handouts. 
They realize that an abrupt increase in pension payments will place a 
strain on the retirement fund. For this reason they are willing to 
increase their contribution to the fund from 6% to 7% percent to be 
matched by an equal increase on the part of employers, provided this 
contribution can be excluded from individual gross income for tax 
purposes. Under such conditions, to increase retirement benefits by 
15 percent is to give those who retire after long and faithful service 
only what is their due. 

The CHarrMan. Does that complete your statement, Mr. Broyhill? 

Mr. Broyuiiyi. Yes, Mr. Chairman. 

The CHarrMan. Are there any questions? If not, we thank you for 
your appearance and the information you have given the committee. 

The next witness is Hon. Carl D. Perkins, of Kentucky. Of course, 
we know you as our colleague in the House, but please follow the usual 
custom and identify yourself for the benefit of the record. 


STATEMENT OF HON. CARL D. PERKINS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KENTUCKY 


Mr. Perkins. Thank you, Mr. Chairman. My name is Carl D. 
Perkins, and I represent the seventh district of Kentucky. 

Mr. Chairman, the proposals of Hon. Eugene J. McCarthy, H. R. 
11764, and others, to bring the Railroad Retirement Act into line with 
current economic conditions are eminently sound. 

The railroad worker contributes 6% percent of his income to the 
railroad retirement program. Itis now proposed to increase this to 7%, 
percent which amount is matched by the employer. The employer 
properly charges this contribution to operation expense and pays no 
income tax on this amount. However, the worker must pay income 
tax on his entire earnings, including the 7% percent which will gointo 
the retirement fund. Take, for an example, a 25-year-old railroad 
worker who earns $4,100 a year, his retirement deduction will be $300 
per year. The minimum-bracket income tax on this amount will be 
$60. He pays an income tax of $60 on income which in the normal 
course of events he cannot receive until 1991. If he continues to earn 
$4,000 or more each year for 35 years he will pay income taxes on a 
total of more than $10,500, which is placed in the retirement fund for 
his future benefit while he is paying an income tax on this deduction 
from his cash income. The worker does not object to paying his share 
of the cost of the retirement, but it is a hardship that becomes a real 
inequity if he is required to pay $60 income tax per year on earnings 
which he does not actually receive. 

The wage earner has no opportunity to use the procedure available 
for corporations and employers such as setting aside a reserve for 
pensions, depreciation, or numerous other items which can properly be 
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used to reduce the tax burden. An exemption against current income 
taxes in an amount equal to the retirement contribution will be an act 
of equity, placing workers on an equality with employers insofar as the 
income-tax burden is concerned. 

I urge this committee to take the necessary action to equalize tax 
burdens between wage earners and employers. 

The CHarrMAN. Does that complete your statement, Mr. Perkins? 

Mr. Perxins. Yes, Mr. Chairman. 

The CHarrMAN. We thank you for your appearance and the infor- 
mation you have given the committee. 

The next witness is our colleague, Hon. Keith Thomson, of Wyoming. 
Please identify yourself for the benefit of the record, Mr. Thomson. 


STATEMENT OF HON. KEITH THOMSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WYOMING 


Mr. Tuomson. My name is Keith Thomson, a Representative from 
Wyoming. 

{r. Chairman and members of the committee, I wish to thank you 
for this opportunity to appear before your committee in connection 
with H. R. 10578 and H. R. 11754. 

I can appreciate the apparent concern of some members of the 
committee that this would serve as a precedent for exempting from 
Federal income tax all employee contributions to pension funds. I 
do not believe that this is the case, and I do think that there is ample 
justification for this special consideration to those who are under the 
Railroad Retirement Act. One need only compare the benefits paid, 
and the contributions made under social security with the benefits 
and the rate of contribution in connection with railioad retirement to 
appreciate that the Federal Government is making a substantial 
contribution to those under social security. The railroad employees 
are very proud of their fund, and are interested in keeping it financially 
and actuarially sound. It would seem to me that they should be 
encouraged in this. It further appears to me that if this tax treatment 
is granted, it would be a mere stipend as compared to the Government 
contribution to social security at present rates. 

I respectfully urge that the committee give favorable consideration 
to this legislation. 

The CHatrMAN. Does that complete your statement, Mr. Thomson? 

Mr. THomson. It does, Mr. Chairman. 

The CHarrMAN. We thank you for your appearance and the infor- 
mation you have given the committee. 

The next witness is Hon. James E. Van Zandt, of Pennsylvania. 
We know you very favorably, Mr. Van Zandt, as our colleague in the 
House, but please follow the usual custom and identify yourself for 
the benefit of the record. 


STATEMENT OF HON. JAMES E. VAN ZANDT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Van Zanpt. Thank you, Mr. Chairman. My name is James 
KE. Van Zandt and I represent the 20th District of Pennsylvania. 

Mr. Chairman, I appreciate the opportunity of appearing before you 
in support of legislation which would exclude from gross income, for 
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Federal income tax purposes, the proposed increase in employees’ 
contributions to the railroad retirement fund. 

Members of the committee know I represent a large railroad popu- 
lation, both active and retired, and I do assure you that there is deep 
interest in this legislation because unless it is enacted the approval of 
H. R. 9065 which grants a 15 percent increase in retirement benefits 
under the Railroad Retirement Act is in jeopardy. 

Mr. Chairman, without going into detail the cost of H. R. 9065 
will require an increase of payroll tax in the amount of 2 percent and 
either one of the bills before you would eliminate from gross income for 
Federal income tax and tax withholding purposes the amounts paid 
by employees and employees’ representatives. In plain words, it 
means that the employee’s share would be excluded from gross income 
as far as Federal income tax is concerned. 

Mr. Chairman. in support of the legislation before you, I should 
like to mention that railroad employees pay now what is in effect a 
tax upon a tax. A similar situation existed in Canada where it was 
corrected by the repeal of that was considered an unjust tax. In 
addition, I think we should grant to the employee as far as this in- 
creased payroll tax is concerned the same tax position now enjoyed 
by railroad management. 

As already mentioned, unless one of the two bills before you becomes 
a law the 15 percent increase in railroad retirement benefits as pro- 
vided for in H. R. 9065 will not become a reality. As we all know 
railroad retirement benefits have not kept pace with the increased 
cost of living and it is for that reason that thousands of retired rail- 
roaders and their families have appealed to Members of Congress to 
support the proposal before you, as well as H. R. 9065, which has 
been reported favorably by the House Committee on Interstate and 
Foreign Commerce. 

Mr. Chairman, in concluding my statement, I think I should point 
out that with the Railroad Retirement Board’s expenditures for retire- 
ment benefits in excess of income to the extent of $86,400,000 annually 
the day has arrived when Congress can no longer increase railroad 
retirement benefits unless the increased cost is provided for through 
increased payroll tax. Therefore, if you take favorable action on tax 
exemption for the proposed payroll tax increase, you are helping both 
the active and retired railroad employees of this Nation. 

Mr. Chairman, I hope that the committee can see its way clear to 
report immediately one of these two bills so that the Senate and House 
can likewise approve the legislation before adjournment. 

The CuHarrMan. Does that complete your statement, Mr. Van 
Zandt? 

Mr. Van Zanpr. Yes, Mr. Chairman. 

The CHartrmMan. We thank you for your appearance and the 
information given the committee. 

The next witness appearing on the calendar is Mr. Lester P. 
Schoene. We are very glad to have you with us and we appreciate 
vour appearance. You are now recognized for your statement. 
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STATEMENT OF LESTER P. SCHOENE, LAWYER, APPEARING IN 
BEHALF OF THE RAILWAY LABOR EXECUTIVES ASSOCIATION 


AND THE BROTHERHOOD OF LOCOMOTIVE ENGINEERS, 
WASHINGTON, D. C. 


Mr. Scuoene. I did not have an opportunity to prepare a written 
statement. I will be happy to be interrupted at any time. 

The CHatrMan. You may proceed with your main statement with- 
out interruption. Please give your name, address and the capacity 
in which you appear, for the record. 

Mr. Scuorenr. Mr. Chairman and members of the committee, my 
name is Lester P. Schoene. I am a lawyer engaged in general practice 
here in Washington, D. C. My address is 1625 K Street NW. I 
appear as counsel for the Railway Labor Executives Association and 
for the Brotherhood of Locomotive Engineers. 

The Railway Labor Executives Association is an association com- 
posed of the chief executives of the 21 standard railway organizations. 
I have handed the reporter a list of those 21 organizations. 

The CuarrMan. Without objection, the list will appear in the record 
at this point. 

(The list referred to is as follows:) 


Raitway LABOR EXeEcuTIVES’ ASSOCIATION 


American Train Dispatchers Association 

Brotherhood of Locomotive Firemen and Enginemen 

Brotherhood of Maintenance of Way Employees 

Brotherhood Railway Carmen of America 

Brotherhood of Railroad Signalmen of America 

Brotherhood of Railway and Steamship Clerks, Freight Handlers, Express and 
Station Employees 

Brotherhood of Railroad Trainmen 

Brotherhood of Sleeping Car Porters 

Hotel and Restaurant Employees and Bartenders International Union 

International Association of Machinists 

International Brotherhood of Boilermakers, Iron Ship Builders, Blacksmiths, 
Forgers, and Helpers 

International Brotherhood of Electrical Workers 

International Brotherhood of Firemen and Oilers 

International Organization Masters, Mates, and Pilots of America 

National Marine Engineers’ Beneficial Association 

Order of Railway Conductors and Brakemen 

The Order of Railroad Telegraphers 

Railway Employes’ Department, AFL-CIO 

Railroad Yardmasters of America 

Sheet Metal Workers’ International Association 

Switchmen’s Union of North America 


Mr. Scuoenr. I will not read them at this time. I will only say 
that the Brotherhood of Locomotive Engineers, for whom I also 
appear this morning, is the only standard railway labor organization 
that is not affiliated with the Railway Labor Executives’ Association. 
Consequently, the organizations for whom I appear here represent 
substantially all the organized railroad employees in the United 
States. 

I appear in support of H. R. 11764, introduced by Congressman 
McCarthy. In order to discuss the bill properly I think it is necessary, 
first of all, to discuss its relationship to other legislation pending in 
the House. I have reference specifically to H. R. 9065, which was 


§81250—56——3 
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introduced by Congressman Harris, the chairman of the subcommittee 
of the Committee on Interstate and Foreign Commerce assigned to 
deal with railroad retirement and unemployment insurance legislation. 

Some 105 Members of Congress have introduced identical bills. 

The substance of what is contained in H. R. 9065 was developed by 
the Railway Labor Executives’ Association. Our association has a 
standing committee which has been in existence for a good many 
years, assigned to the duty of keeping constantly in touch with the 
functioning of the railroad retirement and railroad unemployment 
insurance legislation, and that committee has from time to time over 
the years proposed programs of legislative amendments, which upon 
adoption by the association have been recommended to Congress, 
and virtually all the major amendments to the Railroad Retirement 
Act and the Railroad Unemployment Insurance Act, as well as the 
original legislation itself, have been developed in that way. 

Our committee found this year that the retired railroad employees 
and their families, and the survivors of deceased railroad employees 
who are beneficiaries under the Railroad Retirement Act, were in dire 
need of some increase in their benefits. 

The average benefit currently being paid is around $105 per month. 
When you think of these people attempting to live on $105 a month, 
$1,260 a year, or if there is a spouse entitled to the maximum annuity 
it comes to about $160 a month—and that is the income the retired 
people are trying to live on—you can readily see they are in need of 
some relief. I will not expound that in detail before this committee 
because that, of course, is a matter that has been considered by the 
Interstate and Foreign Commerce Committee and has been reported 
upon. 

Now the matter of recommending increases in benefits, of course, 
does not turn purely on the question of whether you think people 
need some more money by way of retirement income or survivor in- 
come. It has been the consistent policy of the organizations I repre- 
sent here this morning to maintain the railroad retirement account, 
that is, the reserve fund from which these benefits are paid, on an 
actuarial sound level cost basis. In other words, we try to maintain a 
rate of income for the account which, together with income from the 
investments, will permit it to operate in perpetuity at the current 
rate of taxation. 

We found from the last actuarial valuation of the railroad retirement 
account that according to the latest estimates our present benefit 
structure is costing us 14.13 percent of the payroll. The current rate 
of taxation is 6% percent of the payroll on the employees and 6% per- 
cent on the carriers, or a total of 12.5 percent. 

To those not experienced with the financing of the system that 
might immediately suggest a rather alarming state of affairs in and 
of itself because it would indicate an apparent deficit of about 1.63 
percent of the payroll. However, we have had a great many years 
of experience with the operation of the financing of the system, and 
we have seen conditions perviously in which apparent deficits of that 
sort have rather rapidly diminished, or even disappeared through 
changes in economic conditions. For that reason we have not felt 
that the existence of that apparent deficit in and of itself called for 
immediate remedial action. We do feel, however, that with the 
existence of that apparent deficit we cannot consistently, with our 
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established policy of maintaining an actuarially sound system, recom- 
mend increases in benefits without at the same time providing in- 
creased revenues to the fund. We therefore had to consider not only 
the question of whether increased benefits are needed, but where the 
money is coming from to pay for those increased benefits. 

We have felt for some time that since railroad employees are already 
paying in the form of railroad retirement taxes over three times the 
amount that employees subject to social security are paving, that we 
could not ask those employees to dig into their pockets for additional 
taxes to pay for increased benefits unless we could at the same time 
recommend some offsetting tax relief. 

Now, I perhaps should point out at this point that when you are 
talking about the increased benefits and increased taxes you are talking 
for immediate purposes, at least, about two different groups; in other 
words, the people who get the immediate benefit from an increase in 
benefits are the people who are retired and the survivors of the deceased 
employees and the people who have to dig up the money are the people 
in active service, many of them people who will be in active service as 
much as 20, 30, or 40 years in the future before they enjoy any of 
the advantages of a current increase in benefits. 

While we were giving consideration to this problem some of our 
actuarial consultants pointed out to us that in other major industries 
benefits in addition to social security are provided through supple- 
mental pension plans which very often bring the benefit, in com- 
bination with social security, up to, or in excess of, the benefits 
provided by the Railroad Retirement Act. 

It was further pointed out to us that the present rate of corporate 
income taxation is such that it has operated as an inducement to 
the employers in these other major industries to set those supplemental 
pension plans up on a basis by which the employer has paid the entire 
cost and he deducts it as a business expense with the result that the 
general revenue of the Government is contributing approximately 
52 percent of the cost of those benefits supplementing the social- 
security benefits. 

On that basis it was suggested to us that we could reasonably recom- 
mend to the Congress that the employee and carrier taxes for the 
support of the Railroad Retirement System be increased by 1 percent 
each; namely, to 7% percent, but that at the same time the employee 
contributions to the fund be excluded from gross income for purposes 
of income taxation. 

Based upon those suggestions our association developed a three- 
point program, each point of which is integrally related to the others. 

The program in substance is simply this: a general increase in bene- 
fits for retired employees, the spouses and the survivors of deceased 
employees in the amount generally of 15 percent. That would cost, 
as we believe, almost exactly 2 percent of the taxable payroll—slightly 
under 2 percent; 1.97 percent. That could be financed by this increase 
of 1 percent in the contribution on each side. 

And for those employees who pay income taxes, the additional tax 
could be slightly more than offset by the exclusion of the retirement 
contributions from gross income for income-tax purposes. 

We accordingly consulted with Congressman Harris about such a 
program, and in consultations with him and with the staff of the 
Interstate and Foreign Commerce Committee and the legislative 
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counsel’s office, we prepared the bill which is now known as H. R. 9065, 
and we included in that bill the entire three-point program that I 
have outlined here. 

In doing so, let me assure the members of this committee that we 
had no desire to encroach upon the jurisdiction of this committee. 
Legislation of this kind amending both the Railroad Retirement Act 
and the Railroad Retirement Taxing Act has traditionally been incor- 
porated in a single bill and handled by the House upon the recom- 
mendation of the Interstate and Foreign Commerce Committee. 

The original Railroad Retirement Act was handled by that com- 
mittee, but at that time the Carriers Taxing Act, which was a separate 
bill, was handled by this committee. However, since that time there 
have been numbers of amendments both as to the tax rate and as to 
the tax base, which have been handled by the Interstate and Foreign 
Commerce Committee. 

It might be suggested that has been confined to the railroad retire- 
ment taxes themselves, but the fact is that that is not the case. The 
exemption of annuities and survivor benefits from income taxation 
was handled by the Interstate and Foreign Commerce Committee 
at the very time that this committee was handling the Railroad Retire- 
ment Tax Act itself as a separate bill, and in fact that exclusion of 
benefits from income taxation was reenacted only last year upon 
recommendation of the Interstate and Foreign Commerce Committee. 

I mention that simply in explanation of why all three features were 
incorporated in a single bill which was referred to the other committee. 
However, as the chairman has pointed out, resolutions were adopted 
by this committee indicating that section 5 of H. R. 9065, which con- 
tained the exclusion of employee taxes from gross income for income- 
tax purposes, raised questions of general policy in which this commit- 
tee had an interest. In consequence, the Committee on Interstate 
and Foreign Commerce has reported the bill H. R. 9065 favorably, but 
with a recommendation that section 5 be eliminated in deference to 
the jurisdiction of this committee as claimed through its resolutions. 

When we learned this committee was desirous of considering the 
policy questions raised by section 5 of H. R. 9065, we asked Congress- 
man Gregory to introduce a bill that would cover the substance of 
both sections 4 and 5 of H. R. 9065. 

It was our understanding at that time that the probable action of 
the Committee on Interstate and Foreign Commerce would be to 
recommend the elimination of both of those sections; that is, every- 
thing relating to taxation, both the increase in the railroad retirement 
tax itself and the exclusion of the employees’ taxes for income-tax 
purposes. However, when the report of the Interstate and Foreign 
Commerce Committee was made they retained section 4, which is the 
increase in the retirement tax itself, but recommended the exclusion 
of section 5. We therefore went to Mr. McCarthy and asked him to 
introduce a bill that would deal only with the exclusion of the employee 
taxes from income for income-tax purposes, and that is the bill, H. R. 
11764, in support of which I appear here this morning. 

Now, considered as a matter of inherent equity, the exclusion of 
these payments from income for income-tax purposes is eminently 
reasonable. The amount of wages earned; but which are deducted 
from the employee before he ever gets his paycheck and paid into the 
railroad retirement account, is not current income to him in any 
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realistic sense. He does not receive it for current enjoyment. He 
has no control over its disposition. It is not like savings in a bank 
account that can be drawn upon when necessity arises—it is devoted 
to purposes specified by law and over which the employee has no 
control. 

Both in England and in Canada it is recognized that such contri- 
butions are not income for income-tax purposes. They are in every 
sense an expense of doing business, or of engaging in employment. 

We have other expenses that an employee incurs as a matter of 
doing business that are recognized as deductible from income in the 
computation of his income tax. There are many of them. I will 
mention one for illustration. An employee belongs toa union. Even 
though he is not covered by a union shop agreement, he can deduct from 
this income for income-tax purposes the dues he is required to pay 
his union. 

On the other side of the picture, when it comes to the employer, of 
course it is recognized, and has been for many years, that the retire- 
ment contribution the employer makes, like any other labor expense, 
or wage expense, is deductible as a business expense in arriving at the 
income that the employer is taxed upon. So, considered purely from 
that standpoint, there is no question but that this is an equitable 
proposal and in fact one which is long overdue. It should have been 
recognized when the system was first set up—that these payments 
were not income in any realistic sense. 

So what objection has been raised to the proposal? The objections 
so far as I know have been advanced purely by the Bureau of the 
Budget and the Secretary of the Treasury. 

The reports that were made on the bill H. R. 9065 to the Interstate 
and Foreign Commerce Committee by those agencies of the Govern- 
ment appear to predicate the objection on two bases, neither of which 
has anything to do with the inherent equities that I have been dis- 
cussing. The first objection is that there is an immediate direct loss 
of revenue to the Government. Now, necessarily, it follows from the 
exclusion of any item from the tax base for income-tax purposes that 
what the employee saves and what the taxpayer saves is money the 
Government will not get. 

Now, the Secretary of the Treasury has estimated the ne 
direct loss in revenue at some $70 million per year. I am not in 
position to give you an independent estimate, but I can say to we 
in all sincerity, and with complete conviction, that the estimate of 
$70 million a year is a gross exaggeration. Incidentally, the Secretary 
of the Treasury has not told us by what process the $70 million is 
arrived at. But we know that the total taxable payroll that is subject 
to this act is approximately $5 billion per 5 year. 

Now, if you assume that there is a tax of 7% percent on $5 billion 
and that that total amount is subject to a 20 percent income tax, you 
arrive at a figure of only slightly over $70 million. It is apparent, 
therefore, that in arr iving at the $70 million estimate the Secretary 
of the Treasury has made only a slight arbitrary allowance for 
the fact that many of thesé*employees do not earn enough income 

to be subject to income taxes. 

Now, I cannot tell you how many there are, but I know that there 
are hundreds and thousands of such employees. Our employees at 
the minimum rate for the industry, at which rate we have hundreds 





18 EXEMPT CONTRIBUTIONS TO RAILROAD RETIREMENT FUND 


of thousands working, if they are fully employed will earn only 
approximately $3,200 a year. Now, if such an employee has a wife 
and three children his exemptions, together with the standard deduc- 
tions, will render him not liable to any income taxes. Also, we know 
many thousands of these employees working at that rate are not fully 
employed. They are subject to layoffs. If you read the papers this 
morning you noticed that two of the major railroads in the East are 
planning to lay off some 23,000 employees immediately as a result 
of the steel strike. That is the sort of thing that our employees are 
constantly subjected to, and they are not fully employed. 

So when they are not fully employed, even though the family 
exemptions are less than those I have outlined for a typical family, 
they are not subject to income taxation at the same time. 

I do not know how much the oversight as to those hundreds of 
thousands of employees would affect the estimate of the Secretary of 
the Treasury. I think that it may well be that the estimate consti- 
tutes an overstatement of at least 100 percent. However, irrespective 
of what the amount may be, if our proposal is equitable and fair, as 
we believe it to be, a loss of even $70 million in the revenues of the 
country should not be a legitimate objection. 

If we were to negotiate with the railroad industry for a system by 
which the entire contribution were made by the carrier, and we came 
to Congress and asked you to put such an agreement into effect, it 
certainly would not be a legitimate objection that the Government 
would lose revenue, yet unquestionably by the simple device of having 
the carriers pay the entire contribution and eliminating the employee 
contribution the Government would lose much more in revenue than 
it could possibly lose through this proposal because the entire contri- 
bution would then be treated as a business expense and eliminated 
from gross revenue before net revenue for income tax purposes is 
arrived at, and in effect the Government would be losing 52 percent 
of the entire amount rather than 20 percent on a part of half of the 
amount. 

Apparently recognizing that the direct revenue loss is not in itself 
a valid objection to this proposed legislation, the Secretary of the 
Treasury and the Bureau of the Budget, as I understand their report, 
predicate their objection primarily upon the theory that this would 
set a precedent requiring extension of the same treatment to employees 
under social security and employees under other kinds of contributory 
pension systems. Of course, if that were done, the loss of revenue to 
the Government would be much greater. Now, that I think is the 
major fallacy in the objections that have been raised, and I will devote 
substantially the balance of my remarks to that particular fallacy 
and to the demonstration it is a fallacy. 

We have in the railroad retirement system a unique combination 
of a basic social security system and a supplemental industrial pension 
system. It started out entirely as an industrial pension system. To 
understand its history you have to go back to the 1880’s when the 
railroads began setting up voluntary private pension systems, and by 
the 1920’s those systems had become practically universal character- 
istics of railroad employment. But when the depression came along 
they got into financial difficulties because generally no reserves had 
been set up. They were on a pay-as-you-go basis, and the railroads, 
like other industries, were severely hit by the depression. In conse- 
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quence, some pensions were discontinued; others were reduced in 
amount and generally pensions were cut at least 10 percent. That, 
of course, brought to the realization of the employees the fact that 
what they thought was security was in fact not security and they 
thereupon sought to embody into law a sound, thoroughly financed 
retirement pension system, and their efforts began very early in the 
1930’s culminating in the Railroad Retirement Act of 1934, which was 
found unconstitutional by the Supreme Court the following year. 
Immediately their efforts were renewed and Congress again reenacted 
the railroad retirement system in 1935, which was again immediately 
subjected to constitutional litigation. It was not until 1937 that a 
sound and permanent railroad retirement system was enacted into 
law. That system was the result of an agreement between the railroad 
carriers and the union that I represent here, entered into at the sug- 
gestion of President Roosevelt. The agreement embodied the terms 
of the bill as then enacted, and 2 major continuing obligations, 1 on 
each side. 

One was that the employees would not seek to disturb the joint 
50-50 contribution to the fund. The other was the carriers would not 
contest the constitutionality of the legislation so set up. It is as a 
coasequence of that agreement that we are still in a position where we 
are not free to come to Congress on our own and ask you to make any 
change in the rate of contribution of the carriers without making a 
corresponding change in the rate of contribution of the employees. 

Up to the point that I have described, the railroad retirement system 
was exclusively an industrial pension system for the railroad industry. 
But social sceurity entered the picture, too, and particularly after the 
1939 amendments to the Social Security Act providing benefits to sur- 
vivors of deceased employees, we could no longer ignore the existence 
of this basic system alongside of us. Consequently, through amend- 
ments made from time to time there have been included in the Rail- 
road Retirement Act all the basic protections—survivors protections, 
spouses’ benefits, widows’ benefits—that are provided by the Social 
Security Act, and in fact we have an overall minimum provision that 
the benefits are not to be less than those under the Social Security Act. 

Now, in the meantime what has been happening in other indus- 
tries? Other industries, too, have been developing industrial pension 
systems. There was particular impetus given to that development 
during the period of wage stabilization when the amount of direct wage 
increases was considered inflationary, but fringe benefits, such as re- 
tirement pension systems, were not considered inflationary, and it was 
possible for employers, through collective bargaining, to negotiate for 
pension systems supplemental to social security. 

Very predominantly those systems were set up entirely at the 
expense of the employer. Since the war that trend has continued, 
and in fact it has been accelerated to a substantial degree under the 
impetus of the fact that everything the employer contributes to such 
a system constitutes an expense of doing business, is excluded from 
his income in arriving at the gross income that is subjected to the 52 
percent corporate income tax. 

I have been unable to find any complete compilation of the extent 
to which those plans exist. However, there has been published 
recently what I think is the best study of those systems, and I would 
like to refer to it for the record. 
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There was an article published in May 1956, in the issue of the 
Labor Law Journal entitled, ‘Financial Impact of Pension Costs on 
the Railroad Industry.”’ The author of the article is Mr. Robert J. 
Myers, who I know is well known to the members of this committee. 
He is chief actuary of the Social Security Administration. I am 
afraid the article is too long to incorporate in the record in its entirety, 
but I did want to give you the citation to it in case any of the members 
of the committee are interested in reading it. 

The Cuarrman. It will be agreeable for you to include it in the 
record, if you wish. 

Without objection, it will be included in the record at this point. 

(The article referred to is as follows:) 


[Reprinted from the May 1956 Issue of Labor Law Journal, Published and Copyrighted 1956 by Commerce 
Clearing House, Inc., Chicago 30, Illinois, All Rights Reserved] 


FINANCIAL IMPACT OF PENSION Costs ON THE RAILROAD INDUSTRY 


By Robert J. Myers 


The belief that the railroad industry has a tax burden for pensions 
as compared to other industries is not the case. However, this was 
true 15 years ago, as an examination of the tax and financing basis 
and philosophy of the railroad retirement system shows. Proposed 
legislation would raise benefits 15 percent based on increased em- 
mas and Federal-income-tax-exempted worker contributions to 
benefits. 


The approximately 114 million workers in the railroad industry receive retire- 
ment and survivor benefit coverage under the railroad retirement system. All 
other employees in private industry obtain such basic protection under the 
old-age and survivors’ insurance program of the Social Security Act (hereafter 
referred to as OASI). The railroad retirement system may be said to be a 
combination of an industrywide pension plan similar to private plans in other 
industries and a social insurance system, since it contains elements of both. In 
addition to the basic compulsory governmental programs, private pension plans 
have been established by many employers in general industry and, also, in some 
instances by railroad employers.! 

The railroad retirement program provides considerably higher benefits than 
OASI. Accordingly, higher costs and thus higher tax, or contribution, rates are 
involved. The primary purpose of this article is to examine the general financial 
burden for pensions borne by the railroad industry, both historically and pros- 
pectively, as compared with that of other industries (including the OASI tax 
cost). In many instances, the costs for private pension plans supplementing 
OASI are borne entire.y by the employer. Throughout, the term ‘‘pensions”’ 
refers both to the appropriate governmental program and to supplementary 
private plans. In order to make such analysis, the history and philosophical 
basis of the railroad retirement program must first be considered.2 Also, the 
development of the private supplementary plans of other large industries and 
employers will be briefly described. 

It is not clear whether the entire pension cost in a noncontributory plan is 
carried by the employer. It may be argued that in the absence of pensions, the 
unions would have asked for more wages so that actually where noncontributory 
pension plans exist, the employee indirectly pays part of the pension cost. Rail- 
road wage negotiations currently do not involve pensions. Thus, the direct 
comparison of retirement costs as between railroad and nonrailroad employers 
may be open to certain questions and subject to limitations. This matter, how- 
ever, is to a considerable extent ‘circular’? and can never be definitely pinned 
down, just as the dilemma of which came first, the chicken or the egg. Accord- 
ingly, this paper will examine the direct, visible facts and will not attempt to 
hazard anv opinions as to what might have happened under other circumstances. 





1 For a detailed analysis of these plans see Railway Pension Plans Supplementary tu the Railroad Re- 
tirement System (Railroad Retirement Board, 1949). 

2 For a very thorough analysis of the backgrounds of the railroad retirement system, see Retirement 
Policies and the Railroad Retirement System (report of the Joint Committee on Railroad Retirement 
Legislation. S. Rept. 6, 83d Cong., Ist sess., January 9, 1953). 
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PHILOSOPHICAL BASIS OF RAILROAD RETIREMENT SYSTEM 


There is a long history of pension plans in the railroad industry. On an indus- 
trywide basis, railroad workers were the first to have any measure of retirement 
protection. Measured by today’s standards, those early plans were by no means 
completely satisfactory; nonetheless, it should be recognized that they were a 
good beginning. 

The early plans were, on the whole, noncontributory and nonguaranteed, so 
that the retired employee had no absolute assurance of receiving pension pay- 
ments throughout the entire remaining years of his life. It has been stated, 
however, that in 11 reorganizations and receiverships before 1930, pensioners 
were adversely affected in only one case.* Furthermore, the pension payments 
were often discretionary so that the individual, both before and after retirement 
age, had no definite guaranty of a pension. Generally, the worker had to be in 
service at time of retirement, so there was considerable fear on the part of many 
that for one reason or another their services might be terminated before eligibility 
for a pension. Also, there was considerable conflict between labor and manage- 
ment in regard to organizing and recognizing unions so that labor generally 
feared that the pension rights would be held as a club over the worker’s head. 

The pressure of this dissatisfaction on the part of labor was augmented by the 
experience during the depression of the early 1930’s. The company pension 
plans had never been actuarially funded, but were largely on a short-term ‘‘pay- 
as-you-go”’ basis, with little accumulated reserves or contingency funds. As a 
result, with the sharp reductions in net operating income, the railroads in many 
cases reduced pensions and generally ‘“‘tightened up”’ their plans. 

Labor’s dissatisfaction, that had been growing for many years, was thus 
brought to a head, and efforts were made to obtain a system administered 
by the Federal Government so as to rectify the undesirable results obtaining 
under existing company pension plans. Accordingly, in 1934 the first Railroad 
Retirement Act was passed, but in 1935 it was declared unconstitutional. 

Shortly afterward, in August 1935, the second Railroad Retirement Act was 
passed—attempting to avoid some of the constitutional difficulties in the previous 
act. In the first stages of testing the constitutionality of this act, it appeared 
that there again would be difficulties. The President of the United States called 
both parties together in an attempt to obtain a solution agreeable to all parties. 
After a number of meetings, a ‘“‘gentlemen’s agreement’’ was reached under which 
the employers agreed not to contest the constitutionality of the law, and the 
employees agreed that the plan should be financed by equal contributions from 
employers and employees. Further, the employers received the very definite 
advantage of having pensioners under their existing plans taken over by the 
railroad retirement system without any transfer of funds or direct charge therefor. 
The cost of these provisions is included in the overall cost of the system and thus 
might be said to be paid equally by employers and employees. Following this 
agreement, the third Railroad Retirement Act (1937) was enacted, making 
certain changes which were desired and agreed to by both parties. 

At the time the second Railroad Retirement Act was passed, the Social Security 
Act had already been enacted, although actually both pieces of legislation were 
proceeding through the Congress at the same time. Accordingly, for a short 
period, railroad workers were included in the OASI system, although this cover- 
age was eliminated by the second Railroad Retirement Act. 

Question might be raised as to why railroad workers were not continued in 
OASI and a supplementary plan for railroad workers developed—either by having 
the carriers modify their existing plans and set up new supplementary plans or by 
having a supplementary Government administered plan. The first alternative, 
because of the pressures that had developed over the years, did not seem feasible at 
that time. Railroad workers wanted the assurance of relatively larger benefits 
than OASI would provide and believed that these benefits could be guaranteed 
only by a Federal system covering all railroad workers; the previous experience 
under the company pension plans had in so many ways been unsatisfactory that 
this did not seem to be the practical way of solving the problem. 

On the other hand, a supplementary plan established and administered by the 
Federal Government did not seem practical either. For one thing, there was no 
assurance that OASI would be found constitutional. For another, the concept of 
private pension plans supplementing OASI was not very widespread. There was 
much talk that private pension plans then in existence would be dropped when 


3 Murray W. Latimer, Industrial Pension Systems (1932), p. 653. 
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OASI went into effect; actually this did not eventuate—very few pension plans 
were abolished in 1937, probably no more than in previous years under the normal 
tendency for a few plans to terminate for various reasons—for example, bank- 
ruptcy. In essence, then, railroad labor believed that the best way to obtain ade- 
quate retirement benefits was by having them all continued in a single system 
confined to the railroad industry, since the stability and general acceptance of 
OASI had not been established or tested. 

As originally developed in the 1937 legislation, the railroad retirement system 
bore some similarities to the earlier company pension plans, although there were 
marked differences. The general philosophy was the same, namely, to provide 
retirement benefits. The system was on a contributory rather than a non- 
contributory basis, probably for several reasons: to produce larger benefits; 
to provide vesting of benefits so that individuals with long service could receive 
retirement benefits at age 65 even though they were not in service then; and to 
provide labor with a stronger reason for having a voice in decisions made about the 
program. Since the plan was contributory, it was natural that there should be 
lump-sum death payments to assure each contributor that he or his beneficiaries 
would receive in annuity payments or in lump-sum death payment as much as he 
himself had contributed. From an actuarial standpoint it would have been 
perfectly equitable to have no death benefits, with forfeitures arising being used 
to provide larger annuities. However, people generally feel that their contribu- 
tions, especially in a private pension plan, should be safeguarded and assured to 
them in one way or another so that the provision of lump-sum refunds in the 
railroad retirement system was understandable. 

Other features of the 1937 railroad retirement provisions are worthy of note, 
namely the crediting of prior service and the vesting of benefits. In general, those 
who had an employment relation at the time of enactment of the second Railroad 
Retirement Act in 1935 received credit for prior service (up to a maximum of 
30 years minus the amount of any subsequent service), regardless of the fact that 
no contributions were made directly for such service by either the employer or the 
employee. This was quite necessary for a smooth transition, due to the existence 
of company pension plans which granted credit for service before 1937. This 
crediting of prior service was administratively feasible because of the earnings 
records for years in the past generally being available in this regulated industry. 

More importantly, however, this granting of prior service credit would have 
been desirable in any case under the type of benefit formula adopted (based pro- 
portionately on years of service), in order for the railroad retirement system to 
serve the purpose of immediately providing retirement benefits in an adequate 
amount. In order to be really effective, a retirement plan should, as much as 
possible, provide adequate benefits for those currently retired when the system is 
established or at least for those retiring shortly thereafter. In that case, the 
purpose for which the program is established is really carried out in respect to 
those persons whose problems were really responsible for its establishment. It 
certainly does not seem logical to ignore these people and to promise large retire- 
ment benefits deferred years into the future. In this respect the railroad retire- 
ment system made a very sound beginning. 

The original provisions of the 1937 act had full vesting of benefits. In other 
words, an individual with only a few months of service, obtained at an early age, 
was actually entitled to an annuity when he attained age 65 many years hence 
(although the resulting annuity amount, if small, was commuted to a lump sum). 
This was a complete swing of the pendulum away from the conceptual basis of the 
company pension plans which had virtually no vesting. As indicated subse- 
quently, the pendulum has swung back somewhat. Certainly it does not seem 
essential, or even necessary, for a retirement system to provide deferred benefits 
for very short-term employees. This is especially so if these individuals have the 
‘basic floor of protection” of OASI. 

When the railroad retirement system was originally established, the wide- 
spread movement of workers in and out of the railroad industry was not generally 
recognized. Rather, the tendency was to think of all railroad workers as career 
employees; thus, the vesting provisions seemed quite reasonable. With the 
advantage of hindsight, it can readily be seen now that, considering the vast flow 
of workers, many of whom acquire only a short period of railroad service, there 
should have been no attempt to provide complete vesting. Certainly, such 
individuals either should not have been covered at all by the system, or should 
merely have refund benefits, both of which practices are general in current-day 
contributory private pension plans. 
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* * * union leaders continue to overemphasize the role of collective 
bargaining in raising the standard of living. They continue to under- 
emphasize the basic conditions which make collective bargaining gains 
possible—the increase in productivity resulting from technological ad- 


vance.— Washington Report, publication of Chamber of Commerce of the 
United States. 


When OASI was established, the same general philosophical concept was 
followed—namely, to provide retirement benefits for workers and, of secondary 
importance, lump-sum refunds. In 1939, the entire character of the OASI 
system was changed by eliminating these refunds and by adding both survivor 
protection and increased benefits for retired workers who had certain types of 
dependents. 

he railroad retirement system continued throughout the early 1940’s to pro- 
vide retirement benefits only; however, there was continual pressure from various 
sources, in large part because of the OASI changes, calling for changing its nature. 
In some quarters it was urged that railroad workers should be brought under 
OASI, thus obtaining survivor protection and taking care of the problem that 
many individuals would obtain coverage under both systems and fortuitously 
would be greatly advantaged or disadvantaged thereby. This viewpoint was 
further augmented by the successful development of supplementary private 
pension plans in many other industries that were specifically intended to take 
into account the OASI benefits. 

Railroad labor, however, feared that the choice was between the more liberal 
(and thus more costly) railroad retirement system and OASI—in other words, 
having only one or the other. The possibility of having both OASI and a supple- 
mentary railroad retirement plan was not seriously considered because of the 
fear that in any such transition, railroad workers might be left with only the 
lower OASI benefits. 

Accordingly, the policy of railroad labor was to urge the addition of survivor 
benefits to the railroad retirement system so as to offset at least some of the argu- 
ments for a coordinated or integrated program with OASI. The element of 
movement back and forth between the two systems was recognized, however, in 
that the railroad survivor benefits established in 1946 were on a coordinated basis 
(such that earnings in both railroad and OASI coverage were combined to produce 
a single benefit payable in effect by whichever system the individual was more 
recently employed). In 1948, because of the inflationary conditions resulting 
from World War II, railroad retirement benefits were increased by 20 percent, far 
less relatively than the rise in wages and prices. 

The survivor benefits provided by the 1946 amendments to the Railroad Re- 
tirement Act were on the whole larger than those payable under OASI. Natu- 
rally, the railroad workers believed that for the larger contributions that they 
paid for the entire system larger benefits of all types should be available in all 
instances. 

In 1950, the OASI system was amended, and the benefit level was roughly 
doubled; strong pressures arose for increasing the railroad survivor benefit provi- 
sions. Thus, for a period, despite the fact that the railroad retirement contribu- 
tion rate was about four times that of OASI, its survivor benefits were signifi- 
cantly lower. Furthermore, subsequent inflationary developments impelled rail- 
road labor to seek larger retirement benefits. Throughout, however, were the 
ever-present ‘‘shackles”’ of costs. 

In 1951, the Railroad Retirement Act was further amended to increase retire- 
ment benefits by 15 percent, to provide supplementary benefits for wives aged 65 
or over, and to raise survivor benefits to at least the level of those under OASI. 
These increases in railroad retirement benefits did not fully restore their ade- 
quacy (relative to wages) to that prevailing in 1937, a matter which will be dis- 
cussed in more detail subsequently. 

In order to support the increased retirement and survivor benefits under the 
railroad. retirement system without increasing contribution rates, certain delib- 
eralizations were made. Retirement benefits for short-service employees (those 
with less than 10 years of service) were eliminated. These individuals were given 
corresponding wage credits under the OASI system so that the railroad retirement 
system profited by the excess of the railroad retirement contribution rate over 
the OASI contribution rate in respect to both the employer and the employee 
contributions. As indicated previously, nonavailability of retirement benefits for 
short-service employees is a logical provision for a staff retirement system supple- 
mentary to the general social-security system. However, this change in respect 
to short-service employees was considered by some persons as going too far in 
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regard to equitable treatment of this group, since these individuals are required 
to pay the higher railroad retirement contribution rate, yet receive only OASI 
benefits, with—for all practical purposes—no recompense for the excess of railroad 
retirement over OASI taxes. 

The 1951 amendments‘ went part of the way toward changing the railroad 
retirement system to a supplementary one. This was done in full as to the 
financial basis (through the so-called financial-interchange provisions) and in 
part as to benefits (through the dual-benefit provisions and through subjecting 
railroad employment to the OASI retirement test, which, under OASI, benefits 
are withheld when an individual is engaged in substantial covered employment). 

Under the so-called dual-benefit provision, individuals are barred from receiving 
both railroad retirement benefits based on railroad service prior to 1937 and 
OASI benefits. There may be said to be certain logic in this provision, since in 
such cases prior service (for which no contributions were made) bulks large in the 
determination of the railroad retirement benefit, and indirectly in the OASI 
benefit as well, because of the nature of the OASI benefit formula. Nevertheless, 
it seemed inequitable to many persons to introduce such a restriction after the 
systems had been functioning independently for such a long period. In a sense, 
it appeared to be ex post facto legislation. This especially seemed to be the case 
because this provision was introduced at the same time a general 15-percent in- 
crease in railroad retirement benefits was legislated; and the publicity had been 
focused largely on this increase. If it had not been for a savings clause, many 
individuals would have received lower benefits from the railroad retirement 
system than they had been getting before the amendments, since the 15-percent 
increase would have been more than offset by the dual-benefit reduction. Even 
so, there were protests from those who expected an increase but instead continued 
to receive the same amount of railroad retirement benefits. 

If the dual-benefit provision had been incorporated in the original legislation, it 
might have had more public understanding and acceptance. But coming as it did, 
after many individuals had counted on complete independence of the two systems, 
some remedial action seemed to be called for. The pressure was augmented by 
the 1952 amendments to the Social Security Act, which gave benefit increases 
to retired workers of either $5 a month or 12% percent, whichever was larger. 
For retired railroad workers affected by the dual-benefit provision, this added 
insult to injury because, on the one hand, their OASI benefits were increased, and 
immediately, on the other hand, the railroad retirement benefits were reduced 
by the same amount. Undoubtedly because of these factors, strong complaints 
were made to the Congress, and as a result on June 16, 1954, Public Law 398 
(83d Cong.) was enacted, completely repealing the dual-benefit provision ret- 
roactively to the date of its original enactment. 


CURRENT STATUS OF PRIVATE PENSION PLANS 


At the present time, more than 15,000 employers in the United States have 
formal private pension plans (exclusive of deferred profit-sharing plans). The 
great majority of these plans provide pensions that are supplementary to those 
under OASI. The plans differ widely as to their form and organization. A great 
many plans are administered by insurance companies, while others are self- 
administered (usually with the assistance of a bank or trust company). While 
most of these plans are of the insured type, the self-administered ones, being 
generally in the largest industries, cover more employees. Many of the self- 
administered plans came about, or were amended, as a result of collective- 
bargaining agreements, largely following World War II. It is this type which is 
particularly important to consider in connection with the problem of the relative 
adequacy and cost of the railroad retirement program. 

Amendments to plans already in existence generally took the form of providing 
for a minimum benefit including OASI, in line with provisions adopted in new 
plans. These minimums were found in such mass industries as steel, rubber, oil, 
automobile and coal mining. In most instances, the plans are entirely separate 
for each individual company although they have the same general pattern (for 
example, the automobile industry). Other plans cover all workers in the same 


‘ For a description of these amendments, especially in regard to the financial-interchange and dual-benefit 
provisions, see Robert J. Myers and Wilbur J. Cohen, Railroad Retirement Act Amendments of 1951: 
Benefit Provisions and Legislative History, Social Security Bulletin (February 1952); and Robert J. 
Myers, Railroad Retirement Act Amendments of 1951: Financial and Actuarial Aspects, Social Security 
Bulletin (March 1952). 


5 Under the Social Security Amendments of 1954, effective in 1955 the retirement test applies to all earn- 
ings whether or not covered. 
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industry even thovgh they are employed by different employers (for example, 
the coal mining industry). 

In the initig] development of the pension plans under collective bargaining in 
the mass industries, several general characteristics were evident—some of which 
have changed over the course of time. Practically all these plans were estab- 
lished, and have continued, on a noncontributory basis (that is, the employer 
paying the entire cost); the employee groups involved at the time such plans 
were established reiterated their support for the contributory principle in con- 
nection with OASI. 

The minimum benefit amounts in most of these plans have been independent of 
wage, being related to length of service and to OASI benefits. The general pattern 
originally was that the supplementary plans would pay the excess of some flat 
amount (such as $100 per month) over the OASI old-age benefit (for retired 
worker alone) for those retiring at or after age 65 with a long period of service, 
such as 25 years or more. Pro rata benefits were provided for those retiring at or 
after age 65 with shorter periods of service, say, down to 15 years (for whom the 
payment under a $100 plan for 25 years of service would be $60 minus OASI). 

Also, benefits are often provided for those permanently and totally disabled 
before age 65. In general, however, there are either no vesting provisions or 
relatively limited ones; individuals in good health who separate from service 
before age 65 frequently receive nothing in the way of immediate or deferred 
benefits. Monthly survivor benefits, other than those under OASI, are not usually 
provided, although group life insurance is general. 

This approach to benefit formulas is termed the offset method. Over the 
course of the last few years, there has been a gradual—and by now, almost com- 
plete—shift away from this basis, since any increase in social security benefits 
under such a formula merely means a corresponding reduction in the private 
pension—a difficult matter to “explain” to the pensioners. Some plans, however, 
such as that in the coal mining industry, always used only the “additive” approach. 
with the amount of the supplementary pension being determined independently 
of the OASIT benefit. 

An example of the transition from the “‘offset”’ to the “additive’’ approach is the 
Ford Motor Co. plan. Initially, $100 per month minus social security after 30 
years of service was provided. An “additive’’ type formula was later introduced 
as an alternative. Currently, the monthly pension under the “additive” formula 
is $2.25 per year of service (plus OASI). Tt is likely that in the great majority of 
cases the ‘additive’? formula gives a larger result than the “offset” formula. 
Accordingly, it may fairly be said that this plan, in effect, has moved away from 
the “offset’’ to the ‘‘additive’’ method. 

Another example of trarsition from “offset” to ‘additive’ basis is the United 
States Steel Corp. plan. Be‘ore the November 1954 amendments to this plan, 
benefits were determined under whichever of two formulas gave the larger amount: 
(1) 1 percent of the : average last-10-years pay per year of service minus OASI and 
(2) $100 per month mimis OASI after 25 years of service. Under the new basis 
the formulas are changed as follows: (a) 1 percent of last-10-years pay per year of 
service minus $85, and (b) $55 per month after 50 years of service ($2 less for each 
year of service short of 30 years, applicable down to 15 years of service). The 
later formula has, at times, been described as $140 less OASI, but, as in the first 
formula, the OASI benefit is “‘presumed”’ in all cases to be $85, whether it is more 
or less.6 Thus, the United States Steel formula is now on a completely “‘additive’’ 
basis. 

The plans of several large rubber companies were changed in 1955 so as to 
eliminate the offset formula and have only an additive formula ($1.80 per year of 
service, maximum of 30 years). Next may be examined the general benefit level 
under supplementary private pension plans. The table on the following page 
gives illustrative examples for a worker retiring at age 65 with 30 years of service 
and a $250 average monthly wage for a number of selected plans (principally those 
in mass industries, including most of the large collective bargaining plars). The 
figures relate only to the benefit for a retired worker and do not include additional 
benefits for dependents under OASI. Also excluded are any survivor benefits, 
either under OASI or in the form of life exsurance under group policies. A re- 
tired worker with a $250 average wage receives an OASIT benefit of $88.50. 





6 The maximum OASI benefit for a retired worker before the social security amendments of 1954 was $85. 
Under existing law the maximum is $108.50, and an average monthly wage of $233 yields an $85 benefit. 
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For the individual considered in the table, the amount payable under the various 
private plans differs considerably. In most cases, the supplementary pension 
amounts to $55-$70 a month, although as little as $30-$35 for some plans and as 
much as $100 or more in others. The combined amount including SASI ranges 
broadly from $140 to $165, or well above half pay. In contrast with this, the 
benefit for a similar worker under the railroad retirement system is about $145 
or somewhat below the general average range and considerably below the more 
liberal plans. 

It must be remembered that the employee contributions are considerably 
higher under the railroad retirement system (namely, 6% percent) than those of 
workers covered by both OASI and these private pension plans. Most of the 
private plans shown in the table are noncontributory, so the worker pays only 
the OASI tax (currently 2 percent.) The employee contributions under the con- 
tributory plans listed are in the neighborhood of only 2 to 3 percent, so the total, 
including social security at the current 2 percent rate, is well below the railroad 
retirement rate. Thus it may be said that in order to receive the excess of the 
railroad retirement benefit over the OASI benefit (about $56 in this case), railroad 
workers must pay half the cost of this excess benefit. Following through on this 
basis, it may be argued that the 30-year worker in a noncontributory plan who re- 
ceives about $30 a month thereunder is as ‘‘well off’’ (from an individual equity 
viewpoint) as a railroad worker who receives an ‘excess’ benefit over OASI. 
A worker similar to the one considered in the table who receives benefits under a 
supplementary plan in the average range of $55-$70 is better off (considering both 
contributions and benefits than a railroad worker who must pay for half of his 
“excess” benefit. 

Moreover, due to oversimplification, the previous analysis has presented the 
railroad retirement system in a more favorable light than is actually currently 
the case. Since railroad retirement benefits are based on the average earnings 
over the entire period of creditable service, the amounts currently payable are 
considerably deflated because of the lower wages before the termination of World 
War II, which brought with it, both concurrently and subsequently, a substantial 
rise in wage level. Actually, retired employees under the railroad retirement sys- 
tem as of the end of 1953 who had 30 years of service received about $115 a 
month. If these employees had been covered under the OASI system, they would 


have been receiving about $75 a month; thus, the actual ‘‘excess” benefit currently 
payable to retired workers with 30 years of service is only about $40 a month 
rather than the $56 previously used as illustrative. Workers currently retiring 
under the automobile industry plans are receiving considerably more over the 
OASI benefit than are railroad workers with similar employment records who 
have been contributing part of the cost of their benefits. 
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Examples of monthly amounts including OASI payable to retired worker at age 65 
after 30 years of service based on $250 average monthly wage! for selected private 
pension plans 


From Total 
private including 
plan OASI 


Aluminum Company of America ? . $143. 50 
Amalgamated Clothing Workers 3 ; 138. 50 
American Telephone & Telegraph Co 119. 25 
I oa oh ead eile cae elbetdictdndéwdndsacbndnnidechinsas \. 72. § 161. 00 
143. 50 
Cities Service Co.‘ _- . 75 | 157. 25 
Consolidated Edison Company of New York._____..._.__-....--....--.-.- | 76. ! 165. 00 
Du Pont (E. I.) de Nemours & Co Saaeial " 183. 50 
Eastman Kodak Co ; | 163. 50 
I a Sacred lam acd a planetaapednaiaiies | : 125. 00 
oo IER SESS SG EES SS tg ee Fe anenatind | .f 156. 00 
General Electric Co.4__..._.-__-- bait. anak : 146. 50 
nn cinta chaptiohiwinhducssticsmaniaitndincn dan re atinia denne | 156. 00 
Goodrich, B. F., Co.4 . 151. 94 
Ry, Re Oe oo an os nccscncs<concsesnaceons eben 54. 142. 50 
Grumman Aircraft Engineering Corp 58. 257. 25 
International Brotherhood of Electrical Workers ¢ 138. 50 
International Ladies Garment Workers’ Union 5___- i \ 153. 50 
Johnson & Johnson ‘4 . eae e on . 78 149, 25 
National Maritime Union_-_-_...._.............-.--- alti dt | ; 143. 50 
Standard Oil Company of Indiana 4 ‘ | 5 | 182.75 
United Mine Workers of America setae nonae] 188. 50 
We meaeees MeO en ak ono 325 ones ois ccccccces ptabaneia ieee 54. 142. 50 


143. 50 
139. 50 
144. 90 





1 The concept of average wage differs among the plans considered. In some instances, it is computed over 
the most recent or highest 5-year or 10-year period, and in other cases it is computed over the entire period of 
employment. ‘Service’ in all cases refers to service creditable under plan. 

? Refers to collective-bargaining plan covering production workers. 

3 Men’s and boys’ clothing industry. 

4 Denotes plan under which employees contribute. 

5 Cloak and suit joint board. 


Note.—Above data do not include additional benefit of $44.30 payable under OASI if there is an eligible 
wife aged 65 or over ($40 under railroad retirement). 


On the other hand, it should be recognized that railroad retirement provides 
liberal monthly disability benefits, whereas there is none under OSAI—although 
most collective bargaining private plans do have some such benefits. Also, 
railroad retirement generally has more liberal vesting provisions for those who 
leave service before retirement. The survivor benefits under railroad retire- 
ment are, in most cases, no larger than under OASI. 

Finally, there may be considered the cost of these various supplementary plans. 
No precise, detailed figures are available for all of the plans considered in the table 
above. However, a good general picture can be obtained for certain selected 
companies and also from a recent survey made by the Chamber of Commerce 
of the United States for a large number of companies (Fringe Benefits—1953). 
In this latter study, the current employer cost as a percentage of total payroll 
in regard to retirement plans for companies with such plans were as follows: 


Industry Number of | Percent of 
companies | total payroll 
Banks, etc 
Insurance companies 
Manufacturing 
Public utilities 
Trade (wholesale and retail) 
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During 1955 employment rose above levels attained in any prior year. 
Total employment was around 65 million during the latter part of the 
year. This was an advance of 3 million from the corresponding period 
of 1954. The upsurge in job opportunities reduced unemployment to 
about 3) percent of te civilian labor force and also brought an unusually 
large expansion in the size of the labor force—Sincuar WEEKks, 
Secretary of Commerce. 


The above figures are broad averages, and there is considerable variation within 
each industry. For instance, in manufacturing, where the average cost is 3.5 
percent of payroll, the variation by subindustries ranged from 8.8 percent of 
payroll for petroleum refining down to 2.8 percent for rubber and leather goods. 
It will, of course, be recognized that the degree of funding has an important effect 
on such current costs—the more such funding, the higher the employer cost now 
and the lower later. 

The employer OASI tax rate must be added to the above figures to obtain the 
total employer cost for retirement benefits. In 1954, this was 2 percent of covered 
payroll (excluding earnings above $3,600 a year), which represents probably 1.6 
percent of total payroll. Adding this figure to the above costs of the supplementary 
plans indicates that in many industries the total cost of retirement benefits 
currently averages about 7% to 9 percent of payroll. 

The annual reports and financial statements of certain companies give data 
indicating the cost of supplementary pension plans. The computed ratio to pay- 
rolls for the latest available data are as follows: Bethlehem Steel, 4.7 percent 
(1953); American Telephone & Telegraph Co., 6.5 percent (1952) ; General Electric 
Co., 5.5 percent (1951); and United States Steel Corp., 7.4 percent (1953). When 
the 2 percent OASI tax is added (equivalent to about 1.6 percent of total payroll), 
the resulting total cost of retirement protection of employees is in most cases cur- 
rently in the vicinity of 7 to 9 percent of payroll. 

Still another factor in the direction of higher pension costs for nonrailroad em- 
ployers as against railroad employers is in the increasing tax schedule under 
OASI. The railroads retirement tax rate is scheduled to be level hereafter. The 
following table shows the employer rate under the two systems, both as actually 
in the past and as scheduled in the future (the employee rate is the same as the 
employer rate): 


| 
Calendar year | Railroad | OASI Railroad OASI 
retirement 


1937-39 - 

IE soca dhctcowsh states 

1943-45 _- 

1946 

1947-48 ; 

1949 Bf 6% 





During 1951—54, the OASI rates were applicable to the first $3,600 of annual 
earnings, while the railroad retirement rates applied to the first $300 per month. 
For 1955 and after, the OASI limit is raised to $4,200, and the railroad retirement 
limit is correspondingly $350 a month. 

In summary, therefore, it may be stated that there is a very considerable amount 
of retirement protection supplementary to that under the general OASI system. 
For most of the plans in the mass industries, these additional benefits arise without 
any contribution from the employees and for employees with 30 years of service 
are rovghly $55 to $70 a month for many plans (payable under the ‘‘additive’’ 
approach rather than the “offset”? approach). Except for cases of permanent and 
total disability, the benefits are generally payable only to those who remain in 
service until retirement age. _The employer in bearing the cost of these retire- 
ment benefits has a current total cost including OASI representing roughly 7 to 9 
percent of his total payroll. To the extent that the employer is funding his past 
service credits or accrued liability, the cost of his private pension plan will be 
lower in the long run, but at the same time his OASI tax rate will be rising. 
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CURRENT STATUS OF RAILROAD PENSION PROVISIONS 


When the railroad retirement system was established in the middle 1930’s, the 
benefits provided were on the whole relatively larger than those generally available 
to workers in the mass industries, most of whom had only the promise of OASI 
benefits in the future. In fact, at the outset, the railroad retirement system, 
continuing the pension movement which had prevailed for many years in the 
railroad industry, was truly among the leaders in providing retirement protection 
for wage earners, paying benefits averaging about $65 a month. Accordingly, a 
larger financial burden existed for railroad employers. 

Since 1935, the situation has changed materially. The railroad retirement 
system is providing retirement protection which is somewhat below the standards 
(including OASI) established by many leading industries, especially considering 
that the railroad retirement system is contributory, with the employees paying 
half the cost. Benefits under the railroad retirement system have not maintained 
their previous relative adequacy (as related to wages), despite benefit increases 
arising from the higher general wage levels, despite the 20 percent benefit increase 
of the 1948 amendments and the 15-percent increase of the 1951 amendments (an 
aggregate increase of 38 percent), and despite the addition of wife’s benefits in 
certain cases (on the average representing an increase of about 15 percent). Asa 
result, the average retirement annuity currently is about $100 a month, or only 
a 50-percent increase as compared with 1937, whereas during the same period 
wages and prices more than doubled. 

In many large companies the employer cost of retirement benefits including 
OASI is now running as high as from 7 to 9 percent of total payroll. The rail- 
roads now are paying 6% percent of covered payroll (up to $350 a month), which 
represents about 5.7 percent of total payroll. To this latter figure should be 
added the current $25 million annual cost of the railroads which have supple- 
mentary pension plans (primarily to provide retirement benefits on earnings in 
excess of the maximum covered wage under both OASI and railroad retirement) ; 
this brings the total cost to railroads for retirement benefits up to 6.1 percent of 
total payroll. Thus, the railroad industry actually has a lower cost relative to 
payroll for retirement benefits for its employees than many other large industries. 
If retirement costs were related to the total cost of doing business (which does not 
seem to be the best measure), a different result might obtain, since in the railroad 
industry wages generally make up a greater proportion of the total cost than in 
other mass industries. 

As indicated above, railroad employers are now paying considerably less toward 
the retirement and survivor protection of their employees than employers in most 
of the mass industries. This is true despite the fact that the establishment of the 
railroad retirement system took off the shoulders of the railroad industry the very 
heavy cost for pensioners at the time the system began. For a few railroads, this 
cost was at that time higher than the employer contribution rate under the Rail- 
road Retirement Act. If these private pension plans had been continued, many 
railroad employers would probably now be paying out more than they actually 
are under the Railroad Retirement Act (because the employees are contributing 
half the cost). It should be recognized that a factor operating in the other direc- 
tion is that in the years prior to World War II railroad employers in the aggregate 
paid much more in pensions relatively than did other employers. This might be 
considered to balance the fact that the reverse situation is currently the case. 

While benefits under the railroad retirement system have not kept pace with 
wages (and to some extent, with prices), plans established in other large industries 
subsequent to the railroad retirement system have, in many instances, provided 
greater retirement protection (see the table at p. 272), especially considering that 
under the supplementary plans the benefits are in most cases paid for wholly by 
the employer. This is even more pronounced when the effect of the increased 
OASI benefits under the 1954 amendments is considered. Accordingly, it seems 
evident that retirement protection for railroad workers, which 15 years ago was 
rather unique among the large industries, is no longer preeminent as to the provi- 
sion of relatively substantial benefits. 

Correspondingly, the financial burden relative to payroll for pensions is now 
lower for the railroad industry than for many other large industries, whereas the 
opposite situation was true 15 years ago. This is especially the case considering 
the rising trend of the OASI contribution rates scheduled in the future as against 
the level railroad retirement rate. 


81250—56——5 
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CURRENT CONGRESSIONAL DEVELOPMENTS 


A very significant development has occurred in Congress in the form of a bill 
strongly sponsored by the railroad labor organizations. In fact, in an almost 
unprecedented move, more than 80 Members of the House of Representatives 
have introduced identical bills, an indication of the strong interest and support 
that this measure has. This legislation would increase railroad retirement benefits 
by 15 percent, across the board. At the same time, in order to meet the additional 
cost, both the employer and the employee contribution rates would be raised by 
1 percent—to 7 percent of covered payroll (up to $350 per month). Even with 
this increase, railroad employers would be paying less toward the retirement and 
survivor protection of their employees than do most other employers in the 
mass industries. At the same time, although the benefit level would more closely 
correspond to that of workers in other large industries, the employee contributions 
would be considerably in excess of those payable by most workers. 

There is, however, a very interesting and important feature in this bill that 
not only affects what railroad workers, in effect, pay toward retirement and 
survivor benefits, but also has important implications on general tax policy. 
This involves what might be termed “‘political magic,”’ since despite the increase in 
the employees’ contribution rate, there generally will be lower overall costs 
involved for them. The bill provides that the employee contributions to the 
railroad retirement system would no longer be subject to income tax (as is also 
the case, under existing law, for the benefits). This lower cost would arise for 
most individuals who now have sufficient earnings to pay income tax. For 
example, consider a railroad worker earning $350 a month and thus paying 
railroad retirement contributions of $263 a year at present. The bill would 
increase these contributions by $42 a year. If the individual were single, his 
current income tax (using the standard deduction and the tax table) is $665, but 
under the bill it would be reduced to $595 (based on 92% percent of $4,200, rather 
than on the full $4,200). Thus, his income tax is reduced by $70, and this more 
than offsets his increased railroad retirement contribution of $42. If this individ- 
ual were married, his income tax would be reduced by $63—again far more than 
his increase in contributions. 

The income tax is not always reduced more than the railroad retirement con- 
tribution is increased, notably in the case of lower-paid individuals with depend- 
ents. For instance, consider a $3,000-a-year individual. His railroad retirement 
contribution is increased $30, as against an income tax reduction of $45 if single 
or $43 if married and having no children, but as against no change in income tax 
liability if he is married and has three children (since he then has no income tax). 
Likewise, a married man with two children who earns less than $2,674 currently 
has no income tax to pay, so that the change to taxing gross pay less railroad 
retirement contributions does not help him, whereas he must pay 1 percent more 
railroad retirement contributions. 

The Secretary of the Treasury, in testifying against this income tax exclusion 
for employee contributions under the railroad retirement system, pointed out 
that if this same exclusion were made applicable to OASI contributions as well, 
the overall loss in revenue to the General Treasury would be about $650 million to 
$750 million annually. Legislative developments along these lines in the coming 
months should be watched quite carefully, not only for implications as to railroad 
retirement financing, but also as to general tax policy. 


Mr. Scuorene. I appreciate that very much. 

Mr. Myers in this article analyzes in some detail the relative costs 
to employers in other industries and in the railroad industry. He 
shows that the benefits produced by these supplemental pensions in 
many of the major industries are equal to, or in excess of, the benefits 
produced by the railroad retirement system. When I say “equal to, 
or in excess of,”’ I am speaking of the combined social security benefits 
and the supplemental industrial pension systems. 

I call your particular attention to a table appearing at page 272 of 
the Labor Law Journal in which Mr. Myers assumes an employee, 
age 65, having 30 years of service, and an average monthly wage of $250, 
and he has computed the benefit under the Railroad Retirement Act 
of such an employee, which is $144.90, and he compares with that the 
benefits paid under a considerable list of undustrial pension plans in 
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other major industries. While a few of them produce a combined 
benefit slightly less than the railroad retirement benefit, they all 
compare very favorably to the railroad retirement benefits produced 
from the same circumstances. 

Now, what is the equity as between the railroad employee and the 
employee under social security who is also covered by one of the non- 
contributory supplemental pension systems? That employee under 
social security is paying 2 percent of his taxable wages under social 
security. He contributes nothing to the supplemental pension plan. 
The employer pays the cost of the supplemental pension plan and 
deducts it from his income for income tax purposes, and in effect, as 
I have indicated before, the Government is contributing 52 percent 
of the cost of that supplemental pension plan to the employee. 

Now, that employee, sure, he is subject to the income tax on what 
he contributes to social security. All right. So he pays 2 percent in 
social-security taxes, and if he’s subject to income tax, probably in 
the lowest bracket of 20 percent, his combined social-security tax and 
his income tax on those contributions come to a total of 2.4 percent 
of his wages. 

What about the railroad employee on the other hand? He is 
currently, under the present law, paying 6% percent and the 20 
percent tax on the 6% percent, or about 7% percent total. 

Now, if H. R. 9065 and H. R. 11764 are enacted, the railroad 
employees will be paying 7% percent, even though they are relieved 
from also paying income taxes on it as is proposed in this bill. In 
other words, what you have to consider by way of equities is that 
very large numbers of employees subject to the social-security system 
today are getting total benefits equal to, or in excess of, the benefits 
that railroad employees get, and it is costing them in combination 
with income taxes on that tax 2.4 percent of their wages, whereas under 
the program that we propose, the people we represent would still be 
paying 7% percent, even though relieved of income taxes on their 
contributions. It is for that reason that we say to you that by taking 
account of the special circumstances of the railroad retirement system, 
you are by no means setting any precedent that requires extension 
of the same treatment to millions of other employees. Those millions 
of other employees are already receiving tax treatment much more 
favorable than anything we are asking for here. 

Let me remind you again the Government is contributing 52 per- 
cent to their supplemental pension plan. Now, I have no desire to 
lay obstacles in the way of other employees seeking tax relief of any 
sort they may feel is justified, but what I am saying to you is it can- 
not be claimed on the basis we have set a precedent in what we are 
asking for here. 

An independent justification would have to be made for it. That, 
I think, covers the equities and the merits of this bill. 

The CuarrmMan. Does that complete your statement? 

Mr. Scuorene. Not quite. I have just one further observation, 
Mr. Chairman. 

We have been asked a number of times what would our attitude be 
toward the enactment of H. R. 9065 with the amendment recom- 
mended by the Interstate and Foreign Commerce Committee, that is 
to say, the 15 percent increase in benefits, the 1 percent increase in 
the tax, but no tax relief such as is proposed in H.R. 11764. 
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I want to answer that question categorically and unequivocally, 
and for the record—we would be Sinbeel to the enactment of the bill 
in that form. As I said at the outset, this is an integral 3-point pro- 
gram of which every part is essential to every other. We would be 
considerably embarrassed perhaps to have to say to our friends in 
Congress that we cannot recommend a 15 percent increase in bene- 
fits. Of course, it is popular to provide increased benefits, but we 
cannot conscientiously recommend such an increase without seein 
that it is properly financed, and we cannot ask the active railroa 
employees to pay an additional percent into the fund for the immedi- 
ate relief of the retired employees without at the same time giving 
them the kind of offsetting relief that is proposed in H. R. 11764. 

That completes my statement. 

The Cuarrman. We thank you for your appearance and the helpful 
information that you have given the committee. 

Mr. Scuorene. I want to thank the committee for its careful 
attention. 

The CHarrmMan. The next witness will be Mr. Thomas Stack. 

Will you please give your name, address and the capacity in which 
you appear, for the record? 


STATEMENT OF THOMAS STACK, PRESIDENT, NATIONAL 
RAILROAD PENSION FORUM, INC., CHICAGO, ILL. 


Mr. Strack. Mr. Chairman and gentlemen, my name is Thomas 
Stack. I reside at 1104 West 104th Place, Chicago, Ill. I am presi- 
dent of the National Railroad Pension Forum, Inc., an organization 
chartered under the laws of the State of Illinois, as a nonprofit group 
to educate the rail workers of this Nation on retirement problems. 
Forum membership comprises union and nonunion employees of the 
railroads, and the retited railroaders who have no other representa- 
tion, and all others who come under the Railroad Retirement Act 
and its jurisdiction. The National Railroad Pension Forum, Inc. is 
the largest group in this category; not influenced by either manage- 
ment of the railroads or the leaders of the various labor crafts. We 
are also nonpolitical and have membership on 328 railroads and 
affiliated bureaus which include the Pullman Co., Railway Express 
Agency and the sleeping and dining car employees. Every member 
of our group is a voluntary subscriber; there is no coercion used to 
obtain membership. Most of our members view us as the only pro- 
tective committee they have dealing with protecting their rights 
under the Railroad Retirement Act, and they are unanimous in their 
views that only through this medium can they make known to Congress 
their wishes in connection with increasing benefits under our retire- 
ment system. 

Although forum headquarters is in Chicago, Ill., we have over 1,800 
group leaders and active workers in the various railroad offices, major 
shops, terminals, and yards. Nationwide, many of these leaders are 
elected by the workers to keep us informed as to the needs of the 
workers. Our organization comes in closer personal contact with the 
rank and file railworker concerning his retirement problems than any 
organization appearing before this committee. Leaders of some of 
those organizations exploit their members by prompting some irrele- 
vant legislation, not desired by the workers they are alleged to repre- 
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sent. We hope the committee is clear on this point. We are ex- 
clusively a pension group and at all times have our hand on the pulse 
of the rail worker. In fact, 90 percent of our membership comprises 
men and women employees on the rails, who are also members of 
standard labor groups. Seven percent of our membership covers 
those who have retired from active rail services and are getting bene- 
fits under our act. All forum officers are veteran railroaders with 
backgrounds of long railroad employment. I had 38 years service 
with the rails until I was drafted for the position I now hold, back in 
1947, at which time changes were made by Congress in our Railroad 
Retirement Act that were ill advised and deemed detrimental to the 
interests of the railroad workers who felt that they were being ex- 
ploited by interests that could never qualify to represent them on this 
important topic. Under this atmosphere the National Railroad 
Pension Forum, Inc., was born. Committees of Congress and mem- 
bers in both bodies are familiar with our activities ever since. Our 
rail workers are articulate with regard to the annuity they require. 
They are interested in security for themselves and their families—so 
when their tools and labor are over they will be in a position to enjoy 
their much needed rest without fear of privation, and hope they will 
never become wards of charitable institutions. With this thought 
paramount they do not want fringe benefits or side issues—but inde- 
pendence when they retire. 

Hearings were started before a subcommittee of the House Inter- 
state Committee January 24, 1956. Some 50 pending bills were 
scheduled for hearings. The brotherhood chiefs were asked to sup- 
port some of those bills. Both by their membership and the com- 
mittee. However, they refused to lend support to any legislation 
that they did not originate. Hearings were postponed by the com- 
mittee chairman later in January; and under date of February 6, 
1956, H. R. 9065 came on the horizon. The bill was poorly drafted, 
and its main purpose was to confuse the committee and the entire 
Congress; it was a masterpiece of deception insofar as the employees 
were concerned, and it was highly inconceivable that this bill would 
be the subject of hearings when same were resumed March 6, 1956, 
before the Transportation Committee of the House Interstate Com- 
mittee. 

I was on the stand March 7 and opposed two features of this bill. 
First a large percentage of our retired people would receive no in- 
creased benefits under the limitations carried in this bill, and this 
involved mostly those in the lower benefit brackets who today were 
getting social-security benefits because it was greater than the rail 
formula did provide. We have today on the rolls of the Railroad 
Retirement Board, 115,000 spouses. Only 31,000 would receive the 
15-percent increase carried in the bill, and 17,000 would receive less 
than the 15 percent, whereas some 67,000 would receive no increased 
benefits at all. We have 213,000 individual survivor-insurance bene- 
ficiaries, and under this bill some 58,000 would receive some increased 
benefits. Whereas, 155,000 would receive no increase in benefits at 
all. 

I opposed then, as I do now, the tax-exempt feature of this bill, 
which is now transferred to H. R. 10578 under consideration by this 
committee. It is a wayward departure from the fundamental prin- 
ciples laid down in our act, which today provides that gross earnings 
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are subject to the withholding taxes for income-tax purposes and that 
the benefits received in the Seitta of annuity lies under our Railroad 
Retirement Act would not be subject to taxing provision under the 
income-tax law. While the estimated cost of this provision would 
amount to some $70 million deficit in Federal funds, it would amount to 
untold billions of dollars if applied to some 2,700 pension systems now 
in this country. All pension systems would petition your committee 
for similar treatment, and once you had established a precedent and 
you failed to grant similar treatment to other groups, it would be 
class legislation. And as such our entire act may be questioned in 
the courts and held unconstitutional, which would be a dire calamity 
to our retired people after almost 20 years of operation 

If this dangerous precedent is once established nationwide, it would 
call for a revision of the revenue code, which would force the public to 
shoulder part costs of pensions and annuities, and might reflect even 
on the pocketbooks of our retired people. It would be nothing more 
than a subsidy given retired people by a gracious public. We have 
always prized ourselves with having a fund that was actually sound 
and self-sustaining. In almost 20 years of operation, we have not 
departed from this theory. Benefits must be taxed either at the base 
or on the benefits. The working employees are in a better position 
to pay income taxes than our retired people, whose average annuity 
today is only $104 per month. Our group has membership in foreign 
countries. We have many in England who receive their retirement 
checks through the consular service. England, however, deducts 9 
shillings and 6 pence out of every pound they receive, which is a high 
percentage toll on their meager annuity. We have members in some 
countries that do not require retired people to contribute taxes from 
their retirement benefits. I do not know if some is taken care of under 
the Marshall aid or not. We are the only group today that is trying 
to protect the interests of our retired people. It would be most tragic 
in England if we extorted a tax here on their benefits and the English 
Government did likewise. It certainly would demoralize our entire 
security. 

H. R. 9065, favorably reported out by the House Interstate Com- 
mittee, is not favorable to our people in its present form, with the 
high taxes of 14% percent proposed on a base salary of $350. It cer- 
tainly does nothing for our workers, who would not mind the addi- 
tional tax if the benefits were more liberal. However, in its present 
form there should be no increase in the tax rate. Just recently the 
Finance Committee of the Senate recommended to freeze the social 
security rate at 4 percent gross. This 1 percent saving to the railroad 
retirement account will amount to some $58 million on the present 
payroll of $5,800 million. As the Railroad Retirement Board will not 
have to reimburse the social security through the financial intercharge 
this additional 1 percent was eliminated from the bill. The Senate 
Finance Committee stated that the social security fund was not estab- 
lished for the purpose of creating high funds, but in paying benefits. 
It would be more appropriate if this same approach was applied to 
railroad retirement; when in over 19 years the benefits paid out at 
no time exceeded the incoming taxes, and we have a saving during 
that period of a reserve of $3.6 billion. 
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For the reasons specified in this brief, I feel that the application of 
H. R. 10578 and similar bills should not be enacted nor reported 
favorably by this committee. 
I want to thank you gentlemen for the honor and privilege of appear- 
ing before you in connection with this proposed legislation. 
The CHarrMANn. Does that complete your statement, Mr. Stack? 
Mr. Stack. It does. 
| The CuarrmMan. We thank you for your statement and the infor- 
mation given the committee. 

Mr. Krocu. Mr. Chairman? 

The Cuarrman. Mr. Keogh. 

Mr. Kzoau. I would like to ask this of Mr. Stack: 

With reference to page 3 of your statement, are you quite sure that 
theffigure of 2,700 as related to the pension systems which are in 
operation now in this country is correct? 

Mr. Stack. It is correct; yes. 

Mr. Krocu. What kind of systems? 

Mr. Stack. Some of them are industrial pension systems. They 
are mostly all industrial pension systems. 

Mr. Kroeu. And you are sure of that figure? 

Mr. Stack. I got it out of a manual of this year. 

Mr. Krocu. How many employees are covered by the Railroad 
Retirement Act now? 

Mr. Stack. You mean working employees? 

Mr. Kroeu. Working and retired, total. 

Mr. Strack. Well, there are 1,250,000 active railroad workers, 
and the retired roll is somewhat over a half million. 

The CHatrMan. Mr. Karsten. 

Mr. Karsten. What is the total membership of your organization, 
Mr. Stack? 

Mr. Stack. Last March we had 126,000. 

Mr. Karsten. Are they active members? 

Mr. Stack. Active members; yes. 

Mr. Karsten. Do you have regular meetings of your organization, 





































Mr. Stack. Yes, sir. 

Mr. Karsten. When was the last one that you had? 

Mr. Strack. We had one in the latter part of May. I don’t know 
just what date it was in May. 

Mr. Karsten. Did all the members attend this? 

Mr. Strack. Oh, no. Just our executive board. 

Mr. Karsten. What is the executive board composed of? 

Mr. Stack. We have 21 men there presently employed by railroads 
that are our executive board, and they control our organization. 

Mr. Karsten. I notice in your statement you say, ‘‘I opposed then, 
as I do now” on page 3. Are you speaking for yourself, or for your 
organization? 

Mr. Strack. I am speaking for the organization. 

Mr. Karsten. Did they discuss this? 

Mr. Strack. That is right. I have over a hundred letters here in 
my grip, if you want to see them. 

Mr. Karsten. At your last meeting you took a position on this? 

Mr. Stack. We did, yes. We opposed this bill in March. 

Mr. Karsten. That is all, Mr. Chairman. 
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The CHarrmMan. We thank you for your appearance and the infor- 
mation given the committee. 

Mr. Stack. Thank you, Mr. Cooper. 

The CuarrMan. The next witness appearing on the calendar is 
Mr. Dan Throop Smith, special assistant to the Secretary, Department 
of the Treasury. 


STATEMENT OF DAN T. SMITH, SPECIAL ASSISTANT TO THE 
SECRETARY OF THE TREASURY IN CHARGE OF TAX POLICY 


Mr. Situ. Mr. Chairman, I have a brief prepared statement. Is 
it your leasure that I read that first? 

The CuarrMan. Copies are being distributed now. Please follow 
the usual custom, Mr. Smith, and give your name, address, and the 
capacity in which you appear, and you are recognized to present your 
prepared statement without interruption. 

Mr. Smiru. Thank you, Mr. Chairman. 

For the record, I am Dan Throop Smith, special assistant to the 
Secretary of the Treasury in Charge of Tax Policy. I appear repre- 
senting the Treasury Department. 

The Treasury Department appreciates the opportunity to present 
its views on H. R. 10578 and Re 11764. These bills would amend 
the Railroad Retirement Tax Act to exclude employees’ contributions 
to the railroad retirement program from both withholding tax and 
taxable income. After the increase in the contribution rate provided 
by H. R. 10578, the exclusions would amount to 7% percent of covered 
wages. H. R. 11764, taken by itself, would grant exclusions of 6% 
percent of covered wages, the current contribution rate. 

However, if adopted together with a number of bills now pending 
to increase railroad retirement contributions by 1 percent, H. R. 11764 
would provide exclusions amounting to 7% percent of covered wages. 
Exclusions for such contributions are not permitted under present law. 
It should be made clear, at the outset, that while the bill speaks of 
“exclusions”, and that is the correct technical term, the effect is 
equivalent to allowing the employee a current deduction from gross 
income of an amount equal to the taxes paid. No such tax treatment 
is given to social security taxes, of course, or to contributions to any 
other public or private retirement systems. 

These proposed exclusions would represent a fundamental departure 
from established principles of Federal income taxation. They would 
create a special tax advantage not available to any other group of 
employees in the country. Employee contributions to the railroad 
retirement programs are a form of savings for retirement and other 
contingencies. If these savings of railroad employees are excluded 
from taxable income, other groups could be expected properly to 
expect comparable exclusions for other types of savings for retirement, 
including contributions to the OASI program, private pension plans, 
and annuities leading to a total annual revenue loss of more than 
$2 billion. 

Present law already gives considerable benefits to people covered 
by the railroad retirement system. It already completely excludes 
all railroad retirement benefits from taxable income. Unlike private 
pension plans and annuities, and the proposals for special treatment 
of private retirement plans of the self-employed, the present law 
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thus excludes not only the part of the railroad retirement benefits 
representing the employee’s contributions but also the part represent- 
ing the employer’s contribution and accumulated interest. If, in 
addition to the present total exemption of benefits, employee’s 
contributions were excluded, no tax would be paid on the income 
represented by such contributions at any time. This would clearly 
discriminate against other taxpayers including self-employed people 
who are not eligible for any of the tax advantages received by employ- 
ees under employer-financed pension plans and who save for retirement 
out of income that has been subject to income tax. 

The fact that railroads are permitted to deduct their contributions 
to the railroad retirement fund is not in any sense relevant to the 
deductibility or nondeductibility of employees’ contributions, as is 
sometimes claimed. The railroads’ contributions are a business 
expense in the form of indirect compensation to employees, and are 
yroperly deductible by the employer as an ordinary and necessary 
abe arc expense, just as are social-security taxes paid by the employer, 
unemployment taxes, contributions to qualified pension plans, and the 
like. However, there is no parallel between the allowance of this 
deduction of a business expense and the proposed exclusion of a part 
of a railroad emplovee’s own income, which 1s used to finance part of 
his own retirement benefit. 

As a result of the exclusions, the net cost to employees of the 
increased contributions to the railroad retirement fund proposed by 
H. R. 10578 would actually be reduced below the present level. The 
income tax reductions resulting from the exclusion generally would be 
larger than the increase from 6.25 to 7.25 percent in employees’ con- 
tributions. If the contributions were excluded from the first bracket 
20 percent rate, the net cost of employees’ contributions to the railroad 
retirement program would be 5.8 percent of wages compared with 
6.25 percent at present. If the contributions to the railroad retirement 
program remained at the present level of 6.25 percent, the net cost to 
covered individuals would be cut to 5 percent of covered wages. 
The effect of enactment of this bill, therefore, would be to shift to the 
Federal Government and to taxpayers generally not only the em- 
ployee’s share of the cost of any increase in benefits that may be 
adopted with the proposed increase in contributions, but also part of 
the cost of the existing program. 

Despite claims to the contrary, neither British nor Canadian tax 
practice offers a precedent for the tax treatment provided by the bill. 
In Canada, social security is financed by additional rates imposed 
under general taxes on incomes and sales, and the benefit payments 
are taxable when received. In Great Britain employees’ contribu- 
tions to social security plans are currently excluded but in contrast to 
the exempt treatment in this country the full amount of the pension is 
taxable when received. Neither country permits both a tax deduction 
or exclusion of contributions from income and tax exemption of 
benefits. 

I might digress just to interject, here, that this reference to the 
British and Canadian experience I have put in simply because the 
point has often been raised when this matter was up for consideration 
before other committees. 

Exclusions for income invested in specified forms of retirement 
savings would cause very substantial immediate losses in revenue. 
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The exclusion of railroad retirement contributions, amounting to 7% 
percent of covered wages, alone would involve an annual revenue loss 
estimated at $70 million. Even if the railroad retirement contributions 
remained at 6% percent of covered wages, the annual revenue loss of 
excluding such contributions would be $60 million. Similar exclusions 
for employee contributions to the social security system would cost 
$630 million annually, and for employee contributions to both private 
and Government pension plans $330 million. The annual cost of all 
these exclusions combined would exceed $1 billion. 

If all individuals were allowed to exclude up to 7% percent of their 
incomes for savings for retirement, and in fact saved the full amount 
thus allowed, the annual revenue loss could run to $2 billion or more. 
That is a total figure, including the billion in the preceding paragraph. 

In conclusion, I should like to quote from the resolution unani- 
mously adopted by this committee on March 13, 1956, as released to 
the press on March 14. The points contained therein seem especially 
significant. The resolution referred to H. R. 9065 and other identical 
bills providing increases in railroad retirement benefits and giving tax 
exclusions to employee contributions. The resolution of this commit- 
tee stated in part: 


Whereas the said bills provide that the employees’ contributions to the rail- 
road retirement program shall be excluded from gross income for Federal income 
tax purposes; 

Whereas such a tax provision represents a complete departure from established 
principles of Federal income taxation and would create a special tax advantage 
not available to any other group of employees in the country; 

Whereas, the provision in question thus involves fundamental principles of tax 
Po including basic questions of fairness and equity in the tax system as a 
whole; 

Whereas, such a tax provision, if enacted, would result in shifting to the Fed- 
eral Government and, thus, to taxpayers generally the employee’s share of the 
cost of the proposed increase in railroad retirement benefits and a portion of the 
cost of the existing program; 

Whereas, such a tax provision, if enacted, would necessitate logically the 
extension of a similar tax benefit to the members of other retirement systems at 
a cost to the Federal revenue of several billion dollars annually; 

Whereas the ultimate revenue effects of the tax provision in question mani- 
festly contain serious implications with regard to the Federal budget and the tax 
burden of taxpayers generally; and then, after an omission of something dealing 
with the jurisdictional matter, 

Whereas if the tax provision in question were enacted the Committee on Ways 
and Means necessarily would have to consider further legislation to grant equiva- 
lent treatment to other retirement systems. 


For the foregoing reasons the Treasury strongly urges this com- 
mittee to act unfavorably on any bill which contains an income-tax 
exclusion for employee contributions under the railroad retirement 
program out of fairness to the millions of people who contribute to 
retirement systems without having any such advantages. 

I might add, Mr. Chairman, that the Treasury Department posi- 
tion as I have just stated it was stated previously both to the House 
Committee on Interstate and Foreign Commerce and the Senate Com- 
mittee on Interstate and Foreign Commerce, when they were dealing 
with bills combining the increase in benefits and the tax exclusion. 
I reviewed this subject with the Secretary of the Treasury yesterday 
afternoon before coming up here. He advised me that our position, 
of course, was in no sense changed from that earlier position which 
had been taken. 
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I further have checked with the Director of the Budget this 
morning, and he informs me that the proposed legislation giving tax 
exemption is not in accordance with the President’s general program. 
So I speak for the Director of the Budget as well as the Secretary 
of the Treasury this morning. 

The CHairMan. Does that complete your statement? 

Mr. Smirx. That completes my statement, Mr. Chairman. 

The CHarrMan. We thank you for your appearance and the infor- 
mation given the committee. 

Mr. Kine. Mr. Chairman? 

The CHarrMan. Mr. King. 

Mr. Kine. Mr. Smith, you stated that this would be an unusual 
precedent to set. 

Mr. Situ. Iam sorry. I didn’t get the question. 

Mr. Kina. You testified that this would be an unusual precedent, 
and that if it were allowed it would encourage other similar groups to 
come in and demand or request similar or the same treatment. 

Mr. Smiru. I meant to state that it was not only an unusual 
precedent but it would create a discrimination against other people 
who did not have the same privilege. 

Mr. Kine. Then I wanted to ask you, Mr. Smith, whether or not 
the dividend credit and exclusion did not set a precedent of this kind 
already that was approved by the Treasury Department. 

Mr. Smit. I don’t see the relevance, Mr. King. As I recall the 
stock dividend treatment, it goes back to a Supreme Court decision, 
Eisner v. Macomber, in 1920, that held that stock dividends were not 
constitutionally taxable. There have been a series of changes in the 
law dealing with that, and there was another Supreme Court decision 
in 1936 or 1937 that indicated certain stock dividends might be 
taxable. But there is no generally new provision on stock dividends, 
I believe. The 1954 code merely carried forward with certain modifi- 
cations the basic concept established by the Supreme Court in 1920. 

Mr. Kina. Aside from the decisions of the Court, would it not seem 
to be a precedent nevertheless, when one type of taxpayer can enjoy 
treatment not accorded to all other taxpayers? I mean for the 
purposes of an argument on this particular bill. 

Mr. SmitnH. Well, it was our feeling, just as stated in the Supreme 
Court decision back in 1920, that the stock dividends merely repre- 
sented a carving up of an existing equity interest. More pieces of 
paper or more numbers of shares representing the same equitable 
interest; and that there was not in fact any distribution of income. 

Mr. Kine. But in fact it does represent such if you are on the 
receiving end of it. 

Mr. Smitx. That is highly debatable, Mr. King. It has been my 
impression that the stock dividend merely means that you do have 
more pieces of paper, and each piece of paper is worth somewhat less, 
more or less proportionately less than what you had. The aggregate 
interest is about the same. 

Mr. Kina. I think you can beat me on those Supreme Court de- 
cisions, Mr. Smith, but I still think that it bears on this proposition. 

The CHarrman. Mr. Mills will inquire. 

Mr. Mitts. Not for the purpose of inquiry, but just to get Mr. 
Smith and Mr. King together; Mr. Smith is talking about stock, and 
Mr. King is talking about the dividend credit. 
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Mr. Kine. I made a mistake in using the word “stock.” 

Mr. Situ. I beg your pardon. I interpreted it to be stock 
dividends. 

Mr. Kina. Let us leave stock out. Is your argument the same? 

Mr. Siro. No. Our argument there is somewhat different, in 
that the dividend credit, not stock dividend credit, in 1954 was a 
partial return to the situation that had existed from 1913 to 1936, 
where there had not been double taxation of dividends on stock, and 
we felt that that original position was sound, and we recommended 
and were pleased that the Congress adopted a very small partial 
return to that earlier situation, the difference there being that that 
is the only form of income which is subject to a double tax. So we 
do not consider that that is preferential treatment at all. It is 
merely a partial alleviation of a discrimination against a form of 
income. 

Mr. Kina. That is debatable, too; is it not, Mr. Smith? 

Mr. Situ. Well, I suppose there are differences. I am very 
satisfied in my own mind with the position that I have stated. 

Mr. Kine. But we do not have as many Supreme Court decisions 
bearing on that phase as we did on the other. 

Mr. SmitH. No. That is certainly correct. That is a matter of 
congressional action entirely. 

The CuHatrMAN. Mr. Harrison? 

Mr. Harrison. As I understand it, the Treasury is opposed to all 
double taxation, Mr. Smith. 

Mr. Smiru. I don’t know where that is going to get us. Various 
people have used the words in various concepts. I certainly think 
we want to look at forms of double taxation. Of course, in the last 
analysis all forms of taxes come out of income in one way or another. 

Mr. Harrison. Doctor, you used some phrase in your statement 
about a $2 billion loss. 

Mr. Smiru. Yes. 

Mr. Harrison. Would you mind clearing that up for me just a 
little? 

Mr. Mason. Mr. Chairman, that statement was very clear, and I 
am sure if the gentleman would read it—— 

Mr. Harrison. What would be the $2 billion loss if we extended 
this to everybody? 

Mr. Smitu. Somewhat over $2 billion if we extended it to every- 
body and everybody took full advantage of a deduction of 7% percent. 
It might be useful for the record to have the components, Mr. Chair- 
man, if I might insert them. I have indicated that for the Railroad 
Retirement Act item, as proposed here, as 7% percent, that would be 
$70 million. For the Federal Government retirement system we esti- 
mate another $110 million, comparable treatment there. State and 
local retirement plans, another $130 million. The OASI contribu- 
tions by employees, another $630 million. The contributory part of 
private pension plans, another $90 million, or a total of $1,020 million. 
Then, in addition to that, if we gave everyone else a deduction of 7% 
percent of income, that would be—if everyone took advantage of it— 
another $1,400 million, after allowing for the already-permitted deduc- 
tions of the sort that I mentioned previously. 
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Mr. Harrison. If we gave the $2 billion, it would all be to en- 
courage saving? 

Mr. Smiru. I don’t know. It would all be a differential form of 
treatment for income that is saved. To some extent it might en- 
courage it, and to some it might have very little incentive effect. 

Mr. Harrison. That would of course include the Keogh bill? 

Mr. Siru. Yes. 

Mr. Harrison. And the Treasury has previously estimated the 
cost of the Keogh bill alone at $3 billion? 

Mr. Smiru. No, I think not, Mr. Harrison. There are various 
ranges. There have been various proposals for deductions for the 
self-employed, depending upon the extent of allowance, depending 
upon the expense allowed, depending upon the ceilings admitted, and 
depending upon whether there would be offsets for the amounts pre- 
viously taken for deduction. 

Mr. Harrison. We had the impression that the Keogh bill would 
cost $3 billion. And if we did get that impression it would be 
erroneous? 

Mr. Smitu. I am chagrined to have to say at the moment, especially 
in front of Mr. Keogh, that I am not sure that I recall all the details 
as to exactly what is included and what the ceilings are in the Keogh 
bill. Certain proposals for deductions for self-employment would go 
as high as $3 billion. 

Mr. Keoau. I would like to remind Dr. Smith that in the Secre- 
tary’s statement of last year, which was contained in his formal pres- 
entation, he made the statement that the provisions of the original 
H. R. 9 and 10 would be estimated to cost somewhere in excess of $3 
billion, $3,400 million, I think. But immediately he countered with 
the statement that that was based upon an obviously theoretical 
premise: that everybody would participate to the maximum. And 
as you well recall, the original form of the bill included approximately 
40 million pension employees. 

But I would like, Mr. Chairman, to ask Dr. Smith this question. 

If you know, and if not, would you supply for the record the per- 
centage of existing private ‘corporate plans approved by the Treasury 
Department that are noncontributory on the part of the employee? 

Mr. Srru. I will have to ask to provide that for the record. I do 
not have it in mind. 

The CHarrMan. Without objection, it may be provided for the 
record. 

(The material referred to follows:) 

The most recent data available from tax returns regarding the relative impor- 
tance of contributory and noncontributory pension, profit-sharing and stock-bonus 
plans are shown below. The tables are based on a sample of 7,638 plans for 
which corporate deductions were claimed on 1951 tax returns. About one-quarter 
of these plans were contributory, 62 percent were noncontributory, while 13 per- 
cent could not be classified from the available information as contributory or 
noncontributory. About 26 percent of the covered employees were in contribu- 


tory plans, 55 percent in noncontributory plans and 18 percent in plans that could 
not be classified. 
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TARULATION OF 7,638 PLANS oF EMPLOYERS SurMITTING SucH INFORMATION ON 
1951 Tax RETURNS 


Number of pension, profit-sharing and stock-bonus plans and number of employees 
covered by such plans, classified by contributory and noncontributory plans 


Type of plan Contribu- Noncon- Not known Total 
tory tributory 





NUMBER OF PLANS 





Pension or annuity_._.......-- canhbkawecesans 1, 666 3, 005 623 5, 300 
Individual contract ..............-.------<- 620 1, 230 253 2, 104 
CHE QUNINNIOG ooo. ook ccc canennenaebodas 659 758 201 1, 621 
I tia need ohn cde tasted 387 1,017 169 1, 575 

Profit-sharing : 100 1,401 145 1,649 

Stock-bonus-.-_.....---- 4 6 2 12 

| ~ See F 21 24 8 53 

Not known.-...--- shade Sheba babes ieecdaie 167 255 199 624 

MP enkmnicucuecuteginpnpuniadnebaiadnhia 1, 958 4, 691 977 7, 638 
NUMBER OF COVERED EMPLOYEES 

BE OE I wii vincent een ota 1, 287, 315 2, 415, 014 726, 217 4, 428, 546 
Rndtvidwnl cotstract . . oo. ccc cucencksedsse 51, 378 99, 512 23, 891 174, 781 
soit 15 21a camap akan 554, 929 345, 247 124, 014 1, 024, 190 
NOs oils Ss cicinwi nnn koton tet keene en 681, 008 1, 970, 255 578, 312 3, 229, 575 

INI, J .citia nkxnen ete eeeemaee 34, 912 257, 484 137, 982 430, 378 

SN dn ss nnn cneiaieanean wen 1, 340 81, 188 88 82, 616 

Sith b dicen ondddidaakaditan ts <sddaare 6, 729 63, 552 7, 992 78, 273 

MI oie ticngaccancaisdaikes seugng-warcaaasaie ia 30, 193 45, 946 70, 105 146, 244 

BM kis intittnch satparnnkatibtenutteaeed 1, 360, 489 2, 863, 184 942, 384 5, 166, 057 


Note.—Table does not include a large number of plans for which detailed information was not available 
on tax return. 


Percentage distribution of pension, profit-sharing and stock-bonus plans and number 
of employees covered by such plans, classified by contributory and noncontributory 
plans 








Type of plan Contribu- Noncon- | Not known | Total 
tory tributory 
NUMBER OF PLANS 

Pes 0 GROG «ois sisi ccc ctcndnanddcee 31.4 56.8 11.8 100 
Reet ideal eumtiest.. . a. nc encscsisccdce 29.5 58.5 12.0 100 
CIO SURGE 565 incon cninmibaieenes 40.7 46.9 12.4 100 
PINUS 5 dcgciccbescnsnncinedenibboodae 24.6 64.7 10.7 100 
NI ota... scniainidtibeenmaabeuate 6.1 85.1 8.8 100 
I 33.3 50.0 16.7 100 
eo oo goa kona enc eatin ceeinet 39.6 45.3 15.1 100 
ee | 26.9 41.1 | 32.0 | 100 
a i ic ae 25.7 61.5 | 12.8 100 

NUMBER OF COVERED EMPLOYEES 
OE Oe I sissies gn ccc cduccescdeoseun 29.1 54.5 16.4 100 
Individual contract 29.4 56.9 13.7 100 
Group contract..............-. 54. 2 33.7 | 12.1 100 
I akin nsx culos easement 21.1 61.0 | 17.9 100 
OCR NUNN oh ine se cUhilee cabana 8.1 59.8 32.1 100 
IR a scis ss Goin d nncsnsmmisscbde bel 1.6 98.3 ok 100 
MIDE an. tivities > ant Genaunnamaetek mamiuaie 8.6 81.2 10.2 100 
DOs Sddtddateaniccena abenndenusuascoabes 20.7 31.4 47.9 100 
DR isc tential 26.3 | 55.4 18.3 100 








Note.—Table does not include a large number of plans for which detailed information was not available 
on tax return. 








i 


cate la ES Sheet lads = ne Sse 





EXEMPT CONTRIBUTIONS TO RAILROAD RETIREMENT FUND 43 


Mr. Kxrocu. Let me ask this further question: Is there not some 
similarity between this pending proposal and those noncontributory 
plans that have been created by the corporate employers of the 
country with the approval of the Treasury Department? 

Mr. Smiru. I suppose there is some similarity, but the basic 
similarity as I see it between railroad retirement and others is that 
the employer’s contribution is not imputed to the employee as current 
income in the case of railroad retirement, in the case of social security, 
in the case of the qualified pension plans. That is the underlying 
thing that runs across all of them. And what is proposed here is to 
add in addition a deduction for the employee’s contribution. 

Mr. Keroeu. As a practical matter, when a noncontributory pension 
system is set up by a corporate employer, the entire cost of that 
system is borne by the taxpayers of the country, because the contribu- 
tions by the employer are deductible by it as a business expense. Is 
that not correct? 

Mr. Smiru. No; I couldn’t agree that they are borne by the tax- 
ayers of the country, because the costs to the employer are additional 
usiness expenses. They are I presume taken into account, just as 

additional wages would be taken into account. This is a form of 
fringe benefit taken into account in determining costs and in turn in 
determining prices. 

Mr. Bocas. Would the gentleman yield to me? 

I think the point is that the benefit to the employee is not taxable as 
income to him; isn’t that correct? 

Mr. Situ. In the case of the corporate and in the case of the social 
security and all the others. That is right. 

Mr. Boaes. Noncontributory. 

Mr. Situ. That is not taxable to the employee when received. 

Mr. Boags. So in that case there is a discrimination. 

Mr. Smira. In the case of the private pension plan? 

Mr. Boaes. That is what I am talking about. 

Mr. Smiru. No; in the case of the private pension plan the benefit 
is taxable to the employee when received. 

Mr. Krocu. We are talking now about the payments by the 
corporate employer. 

Mr. Smit. Yes. 

Mr. Keroau. If the plan is noncontributory, the employee contrib- 
utes nothing. The employer takes as a deduction the entire cost of 
that system. 

Mr. Situ. That is right. 

Mr. Kroau. Now, as a matter of fact, under existing railroad retire- 
ment law, the contributions by the employer railroads, are never 
taxable in the hands of anybody at any time; is that not correct? 

Mr. Situ. That is right. Just as in social security. 

Mr. Keroeu. And if I tell you that since the inception of that pro- 
gram, the portion of the employer’s contributions up to April of 1956 
total 3,703 million-odd dollars; would that seem correct to you? 

Mr. Smiru. I have no basis for even a reaction. I would not be 
greatly surprised, but I have no opinion on it. 

Mr. Kerogu. In its report for the year 1955, the Railroad Retire- 
ment Board reported that the total taxes paid into the system were 
$6,919,191,023, and from July 1955 through April of 1956 the monthly 
review of the Railroad Retirement Board, June 1956, at page 115, 
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in its selected current statistics, indicated that there was paid a total 
of $488,603,678, the total of which, divided by 2, assuming arithmetic 
correct, is $3,703,897,350.50, representing the employer railroads’ 
contribution. My question to you is: Is it not a fact that under 
existing law and under the pending legislation, that portion paid by 
those employers would never be taxed by the Government in the 
hands of anybody. 

Mr. Smirn. That is correct, as I indicated in my prepared state- 
ment. And that is of course exactly the same treatment as is given tu 
social security, where the figures are many, many times as large as 
those that you quoted on railroad retirement. 

The CuarrMan. Is that all? 

Mr. McCarthy will inquire. 

Mr. McCartuy. You heard the statement of Mr. Schoene for the 
Brotherhood of Locomotive Engineers. 

Mr. Smiru. No, I arrived just as he was finishing. 

Mr. McCarruy. He said that the treatment given to the railroad 
worker was not equitable in comparison to that given to the man 
covered by social security. He said, in other words, that we pay 
taxes on what we contribute. It is withheld from our checks. And 
the other man will have withheld what he contributes to social 
security. But the rest of his pension is not contributory, being paid 
by the employer. Would you accept that statement? 

Mr. Smirx. Well, the social security and the railroad retirement, 
which are treated similarly, or together, give a more favorable treat- 
ment than the other pension plans, both the private qualified pension 
plans and the self-employed provisions. 

Mr. McCarrnuy. When are they given a more favorable treatment? 

Mr. Smiru. They are given more favorable treatment in that the 
employer’s contribution under social security and railroad retirement 
is not taxable when received as a pension. 

Mr. McCarrtny. I am talking about when it is put in now. We 
will get around to when it is received. How about the situation 
when it is put in? The railway employee pays his income tax on 
contributions; does he not? 

Mr. Smiru. It seems to me that the treatment is similar there. 

Mr. McCarrny. All right. As far as social security is concerned, 
and insofar as the railroad retirement program is concerned, but not 
when you go beyond social security to include private pension funds. 

Mr. Smiru. No, I think it is the same thing there on the contribu- 
tory element, if the emplovee himself puts in anything. 

Mr. McCarrny. If he does not? 

Mr. Smirn. Oh, if he does not? 

Mr. McCarruy. There is a saving for retirement on which he does 
not pay any tax at the time it is put into the funds. 

Mr. Surry. I would merely question the use of the phrase indicat- 
ing that he has a savings for retirement. There is a provision made 
by his employer. 

Mr. McCarruy. That is right. But has has a claim init. He has 
& property in it. 

Mr. Smiru. He may or may not, depending upon the vesting condi- 
tions. 

Mr. McCarruy. In some cases he does? 

Mr. Smiru. In some cases he does. 
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Mr. McCarruy. And in those cases there would be a lack of equity, 
would there not, as between the treatment given to the railroad 
worker—— 

Mr. Sairu. I am not sure it is a lack of equity. It is a differential 
treatment. There are many reasons, as I believe were raised before 
this committee last summer, when you were dealing with pensions for 
self-employment, that have led to the nontaxability of the employer’s 
contributions to pension plans. 

Mr. McCarruy. Let us take this question. Eliminating what is 
done when it is paid out and putting that aside for the moment, has 
the administration ever recommended imposing a tax on the contribu- 
tion of the employer to these funds? 

Mr. Smiru. No, we have not, and we will not, if for no other 
reason than because of the perfectly overwhelming administrative 
problem of having imputed to the various individual employees, 
whose pensions are uncertain and indeterminate, who simply don’t 
know whether they will have vested rights. 

Mr. McCarruy. Have you ever recommended a tax on the un- 
distributed dividends of cooperatives? Of course you have. 

Mr. Smirn. We recommended to this committee last year in a 
letter from the Secretary to the chairman that the present situation 
as to the taxation of cooperatives was not carrying out the expectation 
of the 1951 legislation, and that consideration should be given to 
legislation to do that, yes. 

Mr. McCarruy. And would you not have an administrative 
problem that would be comparable? 

Mr. Smiru. No, we think not. Definitely not. 

Mr. McCarrny. You did recommend it, however? 

Mr. Smiru. We recommended that the expectations of Congress 
in 1951 under the law there enacted should be made effective to over- 
come certain court decisions which have developed since then. 

Mr. McCarruy. The last question is this: If those who participate 
in the railroad retirement program were to be willing to give up the 
advantage they now have, at the time the pension is paid out, would 
the Treasury be willing to accept that? 

Mr. Sniru. I think there we would want to review that and make 
an analysis in comparison with social security. It seems to us that 
the treatment under social security and railroad retirement, which 
traditionally have been more or less similar, should continue to be 
similar. 

Mr. McCarruy. Or if we were to propose that the amount that is 
paid into the fund up to a percentage comparable to what is paid to 
social security were to be taxed, but when the amount contributed 
rose above that 2 percent they should be excluded from the with- 
holding tax within certain limits. 

Mr. Smiru. That is a completely new proposal that I would want 
to reserve judgment on, Mr. McCarthy. 

Mr. McCarruy. You think that might be more acceptable? | 
think on the basis of what you have said previously, without any 
additional review, logic could move you the next few steps. 

Mr. Smiru. I think logic would indicate that there would be less 
of the extreme exemption at both ends. 

Mr. McCarrnuy. That is right. 

That is all, Mr. Chairman. 
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The Cuatrman. Mr. Baker of Tennessee will inquire. 

Mr. Baker. On page 1 of your statement, Mr. Smith, second 
paragraph, fourth line, I call attention to the words ‘Employee con- 
tributions to the railroad retirement programs are a form of savings 
for retirement and other contingencies.”” In a broad sense that is 
true, but it is also true that it is a tax? 

Mr. Smrrna. It is a tax. 

Mr. Baker. Now, the basic argument behind this entire legislation, 
as I get it from the witnesses for the proposal, is that the employee 
contribution to the railroad retirement account is just as much an 
expense of doing business as the carrier contribution is for the railroad. 
Do you care to comment on that? 

Mr. Smiru. I commented on it in the second paragraph of page 2 
of the prepared statement. I don’t know that I have anything to 
add to that. 

Mr. Baker. Well, you recognize that is the basic argument. 

Mr. Smiru. I recognize that is a basic argument, which I do not 
regard as a valid argument, for the reasons indicated in my prepared 
statement. 

Perhaps to recapitulate—— 

Mr. Baker. No; I don’t need to have you recapitulate. I am not 
questioning the statement. The argument is also made in behalf of 
the proponent on this same point that since the employee has no choice 
when he enters the railroad industry for a livelihood as a young man, 
as I gathered the argument of the first witness, of course he enters it 
with the realization that he must pay this six and a quarter percent or 
whatever it is that is withheld from his gross, perhaps on the same 
base as clothes and caps, and it is just as much doing business as to the 
employer as the employee. I recognize that you have answered the 
general question in paragraph 2, page 2, but do you have any further 
thought on this? It is different from most pension plans other than 
social security. 

Mr. Smirx. Other than social security; yes. But it is closely 
parallel to social security, and I have never there heard the argument 
that the employee’s contribution, the tax on him—and it is a tax on 
him in social security—is a cost of doing business to the employee. 

Mr. Baker. [ am trying to analyze it. You know what I am trying 
to do. 

Mr. Situ. Yes. 

Mr. Baker. They talk about the difference in the rate, 2 percent 
for social security and six and a quarter percent railroad retirement. 
That is a glaring difference. And you cannot comment on that? 
The difference between the 2 percent and the six and a quarter? 

Mr. Sairu. I think the difference in contribution is also reflected 
more or less in the difference in the pension. The higher the cost, the 
higher the pension. 

I must confess I am not sufficiently familiar with the details of the 
benefits. 

Mr. Baker. The witness for the proponent first said the average 
pension was $105 a month under railroad retirement. ‘So that would 
not follow as to the difference between 2 percent and six and a quarter. 

Mr. Smiru. I will get some figures for the record, if you like, Mr. 
Baker, but I do not at the moment have them. 
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Mr. Byrnes. Of course, I think you have to recognize in social 
security you do contemplate a going rate at the present time. 
Mr. Baker. That is all I have. 


(Mr. Smith later submitted the following information in reply to 
the questions of Mr. Baker:) 


TREASURY DEPARTMENT, 
Washington, D. C., July 16, 1956. 
Hon. JERE Cooper, 

Chairman, Committee on Ways and Means, 
New House Office Building, Washington, D. C. 


My Dear Mr. CHarrMAN: At the time of my appearance before the Committee 
on Ways and Means on H. R. 10578 and H. R. 11764, concerning amendments to 
the Railroad Retirement Tax Act, Mr. Baker asked me to supply for the record a 
comparison of employees’ contributions and the benefits under the railroad retire- 
ment and social security programs. 

I believe that the attached material provides a general answer to this inquiry. 
The material was prepared by Mr. Robert Myers, Chief Actuary, Social Security 
Administration, Department of Health, Education, and Welfare. 

Sincerely yours, 
Dan TuHROoP SMITH, 
Special Assistant to the Secretary in Charge of Tax Policy. 


SUMMARY COMPARISON OF RAILROAD RETIREMENT AND OLD-AGE AND SURVIVORS’ 
INSURANCE SYSTEMS 


The attached tables make a summary comparison of the railroad retirement and 
old-age and survivors’ insurance systems from the standpoint of career employees 
entering at the present time at young ages. 

Table 1 very briefly summarizes the benefit and contribution provisions of the 
2 systems and does not attempt to go into many of the more complex provisions, 
such as the retirement test, the correlation between the 2 systems for those with 
less than 10 years of service, the minimum benefit guarantees under the railroad 
retirement system that are based on OASI provisions, the financial interchange 
provisions between the 2 systems, etc. 

Table 2 shows old-age retirement benefits under the 2 systems for an individual 
entering at age 20 and retiring at age 65 with a level wage of $300 a month. 
These figures are shown not only for an individual employed the entire period 
under each of the systems, but also for certain combinations where the service 
is divided between the two systems. For the cases where the service is entirely 
under one system, the total contributions paid by the employee are also shown, 
but this is not done for the ‘“‘divided history” cases because the result would be 
dependent on which calendar years were under one system and which under the 
other (because of the increasing contribution schedule under OASI). It should 
be noted, however, that these contributions are not paid solely for retirement 
benefits but also include the cost of protection afforded by disability and survivor 
benefits. 

Table 3 shows the monthly disability benefits available under the railroad 
retirement system. There are no such benefits under OASI. No contribution 
figures are shown for these various cases, since there is no comparison with OASI 
(however, the railroad retirement contributions paid can be ascertained from each 
case from table 4, if desired). 

Table 4 shows various illustrative survivor benefit examples for a worker enter- 
ing at age 20 in 1955 with a level wage of $300 per month. It will be observed 
that in most cases the survivor benefits are the same under the two systems; 
this arises because the survivor benefit formula under the railroad retirement 
system does not usually yield as large benefits as the OASI benefit formula and, 
accordingly, under the minimum guaranty provisions in the railroad retirement 
system, the OASI benefit amounts are payable. As in the case of table 2, it 
should be noted that the contributions shown are not solely for survivor benefits 
a also include the cost of protection afforded by the retirement and disability 

enefits. 
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TaBLE 1.—Summary of retirement provisions of railroad retirement and old-age 
survivors’ insurance systems as they relate lo career employees entering at present 


time at young ages 


Item 


Benefit formula 


Requirements for old-age retire- 
ment benefits. 


Requirements for 


disability 
benefits. 


Benefits for dependents of old- 
age beneficiary. 


Employee contributions (same 
for employer). 


Railroad retirement 


Old-age and survivors’ insurance 


2.76 percent of first $50 of average 


monthly compensation (while | 


working), plus 2.07 percent of 
next $100, plus 1.38 percent of 
next $200, all multiplied by 
years of service. For 45 years 
of service, maximum is $279.45. 
Minimum of $69 (or $4.14 per 
year of service, if less). 

Age 65 and 10 years of service, or 
age 60 and 30 years of service but 
with actuarial reduction (except 
for women). 

If permanently and totally dis- 
abled—10 years of service. If 
disabled for regular occupation— 
20 years of service, or 10 years of 
service and aged 60 or over. 

To wife aged 65 or over, or regard- 
less of age if child under 18 pres- 
ent (amount is half of husband’s 
benefit, with maximum of 
$54.30). 


614 percent (on earnings up to $350 
a month). 


55 percent of first $110 of average 
monthly wage (from age 22 on), 
oe 20 percent of next $240. 
Maximum is $108.50. Minimum 
of $30 


Age 65 and 10 years of coverage. 


No such benefits available, 


To wife aged 65 or over, or regard- 
less of age if child under 18 pres- 
ent (amount is half of husband’s 
benefit, so maximum is $54.30). 
To child under age 18 (in same 
amount). 

2 percent through 1959, 244 percent 
for 1 , 3 percent for 1965-69, 
31% percent for 1970-74, and 4 per- 
cent thereafter (on earnings up 
to $4200 a year). 





Note.—Survivor b>nefit provisions and benefit amounts are essentially the same under both systems, 
except that under railroad retirement, widows without children can receive benefits beginning at age 60 
(instead of age 65) and except that there is a guaranty that total benefits paid will not be less than total 
contributions plus an allowance for interest. 
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TABLE 2.—Old-age retirement benefit case history for worker entering at age 20 in 
1955 and retiring at age 65, with level wage of $300 per month and wife same age, 
under old-age and survivors’ insurance and railroad retirement systems 


A. If employed for entire period under railroad retirement system— 

Monthly benefit payable to worker alone_____...._______-- $248. 40 
Monthly benefit payable to worker and wife__._..___..._-- 302. 70 
Monthly benefit payable to widow_____......_..-.-----.-- 76. 12 
Total contributions paid by employee______-_- eee Se 

If employed for entire period under old-age and survivors’ insur- 
ance system— 


B. 


Nd 


Monthly benefit payable to worker alone____.-_..-.------- 98. 50 
Monthly benefit payable to worker and wife_.__.____.____- 147. 80 
Monthly benefit payable to widow_____...._....--_-__---- 73. 90 
: Total contributions NHOId bY GMDOVOC. wecckcw nc nnscaee 5, 580. 00 
C. If employed for 35 years under railroad retirement system and 10 
years under old-age and survivors’ insurance system— 
Monthly benefit payable to worker alone (of which $42.90 is 
eA bi dawatix dais s 236. 10 
Monthly benefit payable to worker and wife (of which $64.40 
is from O OR a i tea tk te aE aes, 311. 90 
Monthly benefit payable to widow (under 2 systems combined) - 73. 90 


D. If employed for 25 years under r: ilroad retirement system and 20 
years under old-age and survivors’ insurance system— 

Monthly benefit payable to worker alone (of which $69.90 is 
SI ee es 207. 90 

Monthly benefit payable to worker and wife (of which $104.90 
i I Ew en ennenc we neuytunnsteteeet saat 297. 20 

Monthly benefit payable to widow (under 2 systems com- 
bined) 


it <5: ks inte dons at ae ot ahora aac nenen eal tanetaan a e aide arn remains 73. 90 

E. If employed for 10 years under railroad retirement system and 35 
years under old-age and survivors’ insurance system— 

Monthly benefit payable to worker alone (of which $93.70 is 

SNR OARE ib desea Ae a Bc sti ec ek Soe 148. 90 
Monthly benefit payable to worker and wife (of which $140.60 

or Se: NUN cich ton tit nat eemenel, lenhuatinsienhen-temena dae 223. 40 
Monthly benefit payable to widow (under 2 systems ‘com- 

ee ns we eevermeaee 73. 90 


Norte.—It is assumed that the wife is never employed. 


TABLE 3.—Disability retirement benefit case history for worker entering at age 20 
in 1955, with level wage of $300 per month, under railroad retirement system ! 


Monthly 

Age at disablement: benefit 
so he a a he aa a $55. 20 
I eT i eteanl 110. 40 
a er eck elite re Ms eae dete es eltndiwdann aa wiwane 165. 60 
gil ar inca aE ptt a a ala Se ac cieaelg eee cdl a ieee a 220. 80 


1 No monthly disability benefits under old-age and survivors insurance system (but rights to survivor 
and retirement benefits, and amounts thereof, maintained if permanently and totally disabled). 

2 Payable only if permanently and totally disabled; in other cases shown, payable if disabled for usual 
occupation. ° 
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TaBLe 4.—Survivor benefit case history for worker entering at age 20 in 1955 with 
level wage of $300 per month and with wife same age and children born when he is 
age 22 and age 24, under old-age and survivors’ insurance and railroad retirement 
systems (with all employment under 1 system) 


Railroad Old-age and 
retirement survivors’ 


insurance 
A. If he dies at age 30: 
Cl) TneneGieeh DAVIES. 6. igh Se eth we cain ewes sacs () $255. 00 
(2) Monthly benefit until older child attains 18___.............------ $197. 10 197. 10 
(3) Monthly benefit until youngest child attains 18_..............-.- 147. 80 147. 80 
(4) Monthly benefit to widow aged 60-64...........-...-.-.-.---.--.. A SS 0 cabana 
(5) Monthly benefit to widow aged 65 or over._..........---...------ 73. 90 73. 90 
(6) Contributions paid by employee 2__..........-...-.-------------- 2, 250. 00 810. 00 


B. If he dies at age 40: 
(1) Lump-sum payment @) 
(2) Monthly benefit until youngest child attains 18___....-...-----.- 147. 80 147. 80 
(3) Monthly benefit to widow aged 60-64 73. 90 
(4) Monthly benefit to widow aged 65 or over_............--..------- 73. 90 
(5) Contributions paid by employee 2._..-....-....-----.------------ 4, 500. 00 1, 980. 00 
682. 50 
73. 90 


C, If he dies at age 50: 
CG) Lamp ent DAGON... ».... i descbabd cubiceiadetipcennsunencsoess 
(2) Monthly benefit to widow aged 60-64 





(3) Monthly benefit to widow aged 65 or over__..............--.---..- 73. 90 73. 90 

(4) Contributions paid by employee ?__..........---..--------------- 6, 750. 00 3, 420. 00 
D, If he dies at age 60: 

(1) Lappe a nntett sg. Sead ctenicaicne is es. sac de ddan (@) 255. 00 

(2) Monthly benefit to widow aged 60-64______---- — PR ok siiaaarnteipeae 

(3) Monthly benefit to widow aged 65 or over — 73. 90 73. 90 

(4) Contributions paid by employee 3_.................-...---..----- 9, 000. 00 4, 860. 00 
E, If he dies at age 65 or thereafter: 

(2) DARI SATII 0. epic eect teneaeneenectonidaspeuionhaal (4) 255. 00 

EZ) DRGHGRES DEES OF WHY © 6 oxic ccecuwccenounsascdanccayebansduon 76. 12 73. 90 

(3) Contributions paid by employee to age 65 2....-........--.-.-.--- 10, 125. 00 5, 580. 00 


1 The railroad retirement program does not provide oo benefits where a survivor is eligible for 
monthly benefits in the month the covered employee dies. Under this program, monthly benefits are paid 
toa widow who has reached the age of 69, a dependent child under the age of 18, or toa dependent parent who 
has reached the age of 60, if the employee left no widow or child who could receive a monthly benefit. 

2 Total contributions for all benefits, including retirement, disability and survivor benefits under the 
railroad retirement program and retirement and survivor benefits under OASI. 


Note.—It is assumed that the wife is never employed. 


The CuarrMan. Mr. Eberharter will inquire. 

Mr. Exseruarter. It is very difficult, Dr. Smith, for me to see 
why it is right to permit a corporation to deduct its contribution and 
not permit an employee to deduct his contribution. What is the 
fundamental difference? If one is right, it seems to me the other 
is right. 

; ote SmitH. The fundamental difference I would suggest is as 
ollows. 

Mr. Eseruarter. Is it a matter of revenue to the Government? 

Mr. Situ. Definitely not, sir. From the standpoint of the 
employer, it is an expense of doing business.. It is a form of indirect 
compensation. It has come to be considered as a fringe benefit 
along with all the other pension plans. Therefore, not to allow the 
employer to deduct his contribution would be to single out a particular 
form of expense and say, “You cannot take a deduction for this.” 
There seems to us no justification whatever for disallowing from the 
standpoint of the employer. 

Now, from the standpoint of the employee, this is a use of income, 
his income, to be sure under a contractual arrangement and the terms 
of employment, and as Mr. Baker has indicated by accepting employ- 
ment he is committed to have a certain part of his income go into a 
fund to build up a retirement income for himself. Ordinary citizens 
are not permitted, except insofar as they come under pension plans, 
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first social security and then railroad retirement, to a full extent, or 
under other qualified pension plans to a lesser extent, to get any 
benefits of that sort. Therefore, it seems to us that this proposal 
would create a very real discrimination against other forms of citizens, 
would magnify the differential treatment now accorded to people 
under pension plans and the self-employed who get no benefit from 
pension plans or social security or railroad retirement. 

Mr. Esernarter. Thank you very much. 

Mr. Krocu. We appreciate that last contribution, Doctor. 

The Cuarrman. Mr. Machrowicz will inquire. 

Mr. Macurowicz. Due to the fact that the witness has referred to 
the resolution adopted by this committee on March 13, 1956, I would 
like to state as a matter of record that the only purpose of that 
resolution, as I understand it, was to get this bill before this committee. 
And I note now that in some parts of this resolution there are some 
whereases which contain some conclusions which are not necessarily 
the opinions of all the members of the committee, and I would like to 
have it made a point of record that they do not constitute the views 
of myself and I believe some other members of the committee. 

Mr. EBERHARTER. I wanted to say this, Mr. Chairman: The reason 
I supported that resolution was mainly for the purpose of getting 
this subject before this Committee on Ways and Means and not to 
form any prejudgment of the subject, because this committee had not 
heard the subject. 

Mr. Karsten. Mr. Chairman, Mr. McCarthy raised a question 
that if you took the tax off of the other end of the pension, would the 
Treasury then go along with a proposal of this kind? You indicated 
that you would have to study it. Do you have any idea when you 
might make that study, sir? 

Mr. Situ. Do I assume that we have been asked to make such a 
study? I thought it was in a sense almost a rhetorical question. 
That would involve a pretty thorough analysis of the entire subject 
of the tax status of social security and of pension plans and of retire- 
ment income in general. 

Mr. Karsten. The reason I asked that question was that the 
Republican platform for 1952 contained the sentence which said: 
‘‘We shall make a thorough study of pay-as-you-go pension plans.” 
Evidently you have not done it, or you would be able to make that 
today. 

Mr. Smiru. We have made such a study, but this is a new facet of 
it 


The CuHarrMan. That completes the call of the calendar. The 
hearing is closed, and the committee stands adjourned, subject to the 
call of the Chair. 

(The following material was submitted for the record :) 


STATEMENT OF Horace W. Harper, LABor MEMBER OF THE RAILROAD 
RETIREMENT BoarpD 


Mr. Chairman and members of the committee, the provisions of the bills, H. R. 
10578 and H. R. 11764, which you are now considering, are identical to certain 
provisions in the bill H. R. 9065 as originally introduced, which bill, as amended 
by the House Committee on Interstate and Foreign Commerce, was reported on 
June 25, 1956, by Mr. Harris from that committee. In my testimony before the 
Commerce Committee last March on the bill H. R. 9065 as originally introduced, 
I indicated that I regarded all three main proposals in that bill, that is, (1) increase 
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in benefits, (2) increase in employment taxes, and (3) elimination of the present 
dual taxation of employee’s income, as inseparable parts of a single program. I 
deemed it essential that benefits be increased as proposed in the bill and that, in 
view of the apparent present deficit in the railroad retirement account, I favored 
the second proposal in the bill, that is, that the increase in benefits be paid for 
by increasing taxes on employees and employers by 1 percent of taxable payroll. 
Finally, since railroad employees are already paying more than three times the 
level of taxes paid by employees covered under the social-security system, I con- 
sidered it equitable that this increase in tax rates on railroad employees be offset 
by exempting employee retirement taxes from gross income for income-tax 
purposes. 

The report from the House Committee on Interstate and Foreign Commerce 
on the bill H. R. 9065 shows that 105 Members of the House of Representatives 
and 32 Members of the Senate introduced bills favoring all three features of the 
bill H. R. 9065. But for reasons stated in that report, the House Commerce 
Committee limited its recommendations to the first two features of the bill, 
namely, the proposals to increase benefits and to pay for such benefits by increas- 
ing tax rates. This leaves the third proposal for your consideration. 

I have studied very carefully the objections to this proposal and I am satisfied 
that these objections are based entirely or exclusively on the warranted assumption 
that the enactment of this proposal would constitute a precedent for similar 
treatrment of the retirement taxes or contributions paid by persons covered by the 
social-security system and by other systems. The reason Veohebdie this assump- 
tion completely unjustified is that it does not take into consideration the fact that 
all other major industries subject to the social-security system very generally pro- 
vide supplemental pensions without cost to the employees. These supplemental 
pensions, in combination with the social-security benefits, provide, generally, an 
overall level of benefits equal to or in excess of, the level of benefits provided 
under the railroad retirement system. The fact that these supplemental benefits 
are financed without additional cost to those covered must not be overlooked in 
the consideration of this proposal as a possible precedent for other groups. The 
current rate of corporate income taxes, and the opportunity for tax savings created 
thereby, have three significant effects in this regard. The first results in tax sav- 
ings to the employees, the second results in tax savings to the employers, and both 
tax savings represent losses to the Government. The result is that large numbers 
of employees in other industries are being afforded retirement protection, because 
of these supplemental systems, equal to, or better than, that provided railroad 
employees, with the cost to such other employees totaling less than one-third the 
cost to the railroad employees for their protection, with the Government, through 
the corporation tax exemption provisions, contributing over half (52 percent) of the 
cost of the benefits which supplement the social-security benefits. In the light of 
this, the tax relief that the bill seeks for railroad workers is indeed very modest. 
Consequently, it cannot reasonably be contended that this modest tax relief for 
railroad employees proposed in the bill would serve as a precedent for other groups. 
If tax relief should be afforded to other groups it would have to be on the basis of 
some reason other than the tax relief here sought for railroad workers because the 
other groups are already receiving, in effect, greater tax relief than is here proposed 
for railroad workers. 

In conclusion, Mr. Chairman and members of the committee, I wish to empha- 
size again that the increase in benefits by, generally, 15 percent under the Railroad 
Retirement Act is both essential and very modest. I not only favor the increase 
but I regret that the financial condition of the railroad retirement account is such 
as not to permit an increase in benefits by a higher amount. Further, as I stated 
earlier, in view of the present apparent deficiency in the railroad retirement 
account it is essential that the increase in benefits be paid for by the increase in 
tax rates of 1 percent of taxable payroll; and it follows from this that whatever 
the present apparent deficiency in the railroad retirement account, such deficiency 
cannot, and should not, be made an issue in connection with the proposed increase 
in benefits; that deficiency would have to be taken care of without regard to the 
proposed increase in benefits. Finally, since employees in other major industries 
have supplemental pension systems at a cost exclusively to the employers and 
since such benefits derived from such supplemental pensions, in combination with 
the social-security benefits, afford such employees protection equal to, or better 
than, that provided for railroad employees, at a cost of less than one-third the 
cost to the railroad employees (because the Government is, in effect, contributing 
52 percent of the cost of such supplemental benefits), the income-tax advantage 
enjoyed by other employees, through the tax exemption granted their employers, 
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is far in excess of the total income-tax advantages to railroad employees proposed 
in the bill before you. The enactment of this bill cannot reasonably be argued to 
be a precedent for employees in other industries. 

I respectfully submit, therefore, that the bill before you should be reported 
favorably. 


COMMITTEE ON Ways AND MEANS, 
House of Representatives, 
Washington, D. C.: 


For years self-employed persons such as farmers, small-business men, and 
professional people, have been discriminated against in the matter of private 
pensions supplementing social security. Tax deferment until retirement with 
respect to amounts set aside by employers for their employees under such private 
pension plans has been an established congressional policy for over two decades, 
but the need of the pensionless self-employed for similar relief continues to be 
neglected. H. R. 9 and 10 by Congressmen Jenkins and Keogh would provide 
limited relief for the latter group. Without reference to the merits of the pending 
legislation proposing still further tax benefits under the railroad retirement pro- 
gram, it is inconceivable that such additional benefits would be granted to an 
employee group without at long last giving recognition to the plight of the more 
than 10 million pensionless self-employed. However, regardless of the outcome 
of such legislation the Jenkins-Keogh bill as amended in the Ways and Means 
Committee should be reported to the House forthwith in accordance with the 
previous favorable action of the committee. In appearances before your com- 
mittee the Treasury Department has recognized the need and equity of the 
principles of the bill. 

Because of limitation of time, this statement is submitted by only some of the 
organizations, national and local, of self-employed groups, which have previously 
urged your committee to take immediate favorable action on H. R. 9 and 10. 

AMERICAN Bar ASSOCIATION. 

AMERICAN INSTITUTE OF ACCOUNTANTS. 

New York StaTe Society oF CertTiFiep PuBLIC ACCOUNTANTS. 
New Yor« StTaTE Bar ASSOCIATION. 

ASSOCIATION OF THE BAR OF THE CiTy oF NEw York. 

1956. 


AMERICAN Farm BuREAU FEDERATION, 
Washington 4, D. C., June 28, 1956. 
Re exemption of railroad retirement payments from Federal income taxation. 


Hon. JERE Cooper, 
Chairman, House Committee on Ways and Means, 
House Office Building, Washington, D. C. 


Dear Mr. Cooper: Reference is made to your announcement of June 27, 1956, 
inviting the submission of statements relating to the proposal that payments made 
by railway workers to the railroad retirement fund should be exempt from taxable 
income for Federal income tax purposes. 

The American Farm Bureau Federation is opposed to special treatment in this 
respect for any class of persons. If payments to the railroad retirement fund are 
to be nontaxable, then payments of other persons to any public or private retire- 
ment program should, in all equity, also be tax exempt. 

We therefore must express our opposition to the enactment of legislation such as 
contained in H. R. 10578 and 11764. 

There may be virtue in the proposal that all payments to retirement funds be 
exempt from Federal income taxation. The American Farm Bureau Federation 
favors an amendment of Federal tax law to permit such deductions for self- 
employed persons. But this issue cannot safely be handled on a piecemeal basis. 
It would appear to us that there would be merit in a broad-scale investigation of 
this question by the committee in the next Congress. But we should not prejudice 
the issue by establishing any precedent for one class of persons at this time. 

It will be appreciated if you will incorporate this letter in the record of the 
hearing. 

Very sincerely, 
Marr Triacs, Assistant Legislative Director. 
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CHAMBER OF COMMERCE OF THE UNITED STATEs, 
Washington, D. C., July 3, 1956. 
Hon. JERE Cooper, 
Chairman, Ways and Means Committee, 
New House Office Building, Washington 25, D. C. 


Dear Mr. Coorer: The Chamber of Commerce of the United States opposes 
H. R. 10578 and H. R. 11764, which would provide an exclusion from gross income 
for tax purposes of employee contributions to the railroad retirement fund. 

Such a deduction would provide a special tax benefit for a limited group, and 
would discriminate grossly against all others who are being taxed to support 
old-age benefit programs, especially the 50 million persons who are paying social- 
security taxes. The pending proposals before your committee would result in 
a shifting of tax burden from a limited group of taxpayers to all others. This 
obviously would create an inequity through unequal treatment of taxpayers and 
unequal contraction of the tax base. 

Wholly aside from the principle of discrimination, the revenue loss involved 
would be particularly unfortunate in view of the current budget situation. 

When tax reduction is proposed, it should be effective for all taxpayers if full 
benefits are to be derived. Substantial reduction of the burden of taxation will 
be more conducive to progress than the development of partial or complete 
exemptions, or other unusual devices to ameliorate excessive rates. 

The national chamber hopes that you will reject these bills now before you. 

Cordially yours, 
CLARENCE R. MILEs. 





CONFERENCE OF ACTUARIES IN PuBLIC PRACTICE, 
Chicago 3, Ill., July 2, 1956. 
Hon. Jere Cooper, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 


Dear Sir: It is my understanding that hearings are scheduled before your 
committee during this week on H. R. 10578 and H. R. 11764. These bills amend 
the Railroad Retirement Act and, among other provisions, provide for exclusion 
of employee contributions from gross income for income tax purposes. 

While the Conference of Actuaries takes no official position with respect to 
these bills, we respectfully request that your committee give consideration at 
this time to reporting out H. R. 10, introduced by Mr. Keogh, which would pro- 
vide some relief for the self-employed from the present discriminatory provisions 
with respect to amounts set aside for retirement purposes by the self-employed. 

The Conference of Actuaries, a nationwide association of actuaries in public 
practice, has on several occasions stated its position in favor of the adoption of 
H.R. 10. Members of the Conference are thoroughly familiar with the inequities 
which exist in the present law, making it virtually impossible for the self-employed 
to provide adequately for retirement, since they are not permitted any exclusion 
for income tax purposes of amounts set aside for this purpose. Members of the 
conference serve as consultants to many pension and retirement plans covering 
millions of employees throughout the United States. 

Very truly yours, 
E. D. Brown, Jr., 
Director, Treasurer, and Member of Executive Committee. 





STATEMENT BY THE NATIONAL ASSOCIATION OF MANUFACTURERS ON EXCLUSIONS 
From Gross INCOME 


The National Association of Manufacturers appreciates the opportunity to 
file this statement with the Ways and Means Committee in opposition to the provi- 
sions of H. R. 10578, and H. R. 11764, which would exclude from an individual’s 
gross income the amount of tax imposed by the Railroad Retirement Tax Act. 

Such an exclusion has no precedent in the Internal Revenue Code. There are 
no circumstances under which an individual is now permitted to exclude or deduct 
income invested or placed in any kind of saving or retirement fund for his own 
benefit. 

Double taxation of such income is avoided by permitting exclusion from gross 
income of that part of a pension or annuity which represents a return of capital, 
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by the complete exclusion of pensions or annuities under the Social Security Act 
and Railroad Retirement Acts, by the credit for retirement income, and other 
provisions of the code. These provisions involve no discrimination whatsoever 
against railroad employees. Thus the provisions in question of the pending bills 
cannot be supported on the grounds of equity. In fact passage of this legislation 
would discriminate in favor of railroad employees and against other taxpayers 
who are participants in contributory pension plans. 

In recent years, there has been increasing recognition by tax authorities gen- 
erally that the base of the individual income tax is dangerously small considered 
in connection with the heavy reliance on this method of taxation. With personal 
income running well over $300 billion a year, the amounts of income actually 
carried forward to tax is only in the neighborhood of $125 billion, or approximately 
40 percent of personal income. The individual tax is now taking over $30 billion 
out of this total, and is providing nearly 50 percent of a total Federal tax take 
which is at an all-time high. 

The individual tax rates start with 20 percent on the first $2,000 of taxable 
income, reach 50 percent at the $16,000 bracket, and go on up to a top of 91 
percent. The most urgent tax problem of our times is to reduce the discrim- 
inatory and economically unsound progressive rates to a moderate level. An 
orderly plan for doing this over a 5-year period was submitted to your committee 
in hearings held on June 28, 1955, in regard to H. R. 9 and 10. 

The various exclusions, deductions, credits, and exemptions now included in 
the code greatly diminish the amount of income of many families which is carried 
forward to the taxable base. For example, assuming only the standard deduction 
of 10 percent, a family of 4 with a $4,000 income would pay the 20-percent tax 
on only $1,200, or 30 percent of its gross income. However, a similar size family 
with $25,000 of income would pay tax on 80 percent of its total income, including 
both the basic rate of 20 percent, and the steeply rising progressive rates in the 
taxable income brackets above $2,000. 

While the 5-year plan contemplates first priority each year in systematically 
reducing the high and discriminatory rates of income tax, it recommencs that 
further opportunity for tax reduction during the 5-year period be used largely to 
bring down the rate of tax applying to the first bracket of taxable income. 

As stated in the October 1955 Lloyds Bank Review by Prof. Lionel Robins of 
the London School of Economics, ‘In the (socialistic) revolution of our time it is 
the tax machine which is the principal revolutionary agent.’’ In recent years 
there has been a rededication of our national devotion for and confidence in 
economic freedom, but there has been no significant action so far in regard to the 
central problem of tax rate discrimination. A government’s devotion to eco- 
nomic freedom must be subject to question as long as it continues to seriously 
penalize a citizen for doing that which merits extra reward in his economic calling. 

We therefore urge upon you that the way be kept open for giving priority to use 
of the revenue increase resulting from economic growth to reducing the rates 
which stifle incentives and impede job-producing growth. Such a course neces- 
sarily would involve rejection of the exclusion proposal included in H. R. 10578 
and H. R. 11764, and of any other proposals which would whittle away at the base 
of taxable income and establish a precedent of special privilege which would lead 
to greater erosion of the base in subsequent legislative action. 


RAILROAD PENSION CONFERENCE, 


New Haven, Conn., July 4, 1956. 
Hon. JERE Cooper, 


Chairman, House Ways and Means Committee, 
Washington, D. C. 

DEAR CONGRESSMAN Cooper: Relative to the notification of the hearing on 
H. R. 10578 and H. R. 11764 held today, we wish to submit the enclosed study for 
the record of the printed hearing. 

We believe it is unnecessary to raise railroad retirement taxes in order to in- 
crease benefits, especially for a modest increase in annuities of 15 percent. 

Our study shows that 30-year, half-pay retirement can be financed within the 
present tax structure. 

The Railroad Retirement Board actuaries adopt unduly conservative assump- 
tions, which have the effect of artifically raising costs, therefore departing from 
realism. 
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Reasonable assumptions show that the proposals of the Railroad Pension Con- 
ference could in fact be financed with a 10 percent tax, rather than the 12 per- 
cent now in effect, for all employees entering the industry since 1947. The extra 
taxes collected from these employees, together with the reserves in the fund, can 
be used to complete pension liabilities to older employees. 

If Congress increases railroad retirement taxes, then we urge Congress to en- 
act H. R. 11764. 

We further urge that the next session of Congress study and review the financial 
operations of the railroad retirement system. And we hope that the House Ways 
and Means Committee will make such a recommendation to the President and 
Congress. 

With best wishes, we remain, 

Most sincerely, 
C. B. Carter. 


50 Percent Pensions ArrerR THIRTY YEARS—THE NEED AND THE PoOssIRBILITY 
A Report of the Railroad Pension Conference, New Haven, Conn. 


SUMMARY 


A. The Railroad Pension Conference calls for full retirement after 30 years 
of service regardless of age at half pay based on the 5 years of highest earnings 
(maximum annuity $200 per month). 

Higher benefits are needed because the present annuities have not kept up a 
proper relationship with the earnings of employed railroad workers. Instead of 
50 percent they amount to 26.4 percent, or including spouse’s supplementary 
benefits, to 29.8 percent of earnings of employed workers. 

Higher benefits are needed because the present annuities have not kept up with 
living costs, falling behind at least 20 percent since 1940. 

Railroad workers are getting lower annuities, in comparison with the taxes 
they pay, than workers under the Federal old-age and survivors insurance system. 
The miserable annuities of railroad workers are in sharp contrast with the luxurious 
pensions set up by the railroads for company executives. 

B. The railroad retirement fund can pay the higher pensions proposed. . There 
is now approximately $3.5 billion in the reserve fund, and in 35 years hence it is 
expected to reach $7.8 billion where it is expected to remain. 

The actuarial calculations used to keep benefits low follow the principles 
of private insurance companies, seeking profit and accumulation of financial 
power. The public railroad retirement fund should be guided by a different 
motive, that of providing maximum security to railroad workers. 

The actuarial valuations of the Railroad Retirement Board do not allow for 
future increases in payrolls, therefore departing from realism, and grossly 
exaggerating the estimated costs of pensions as percentage of payrolls. In 
other ways also, the actuarial valuations adopt unduly conservative assumptions, 
which have the effect of artificially raising costs. 

Even so, the actuarial valuation shows that the fund could afford to increase 
pensions 60 percent for all employees entering the industry since 1947. The so- 
called unfunded liability for pensions to earlier employees should be a social obli- 
gation, and not one of the newer railroad employees. 

C. Reasonable assumptions show that the proposals of the Railroad Pension 
Conference could in fact be financed with a 10 percent tax, rather than the 12 
percent tax now in effect, for all employees entering the industry since 1947. 
The extra taxes collected from these employees, together with the reserves in the 
fund, can be used to complete pension liabilities to older employees. 


A, PRESENT STATUS OF RAILROAD PENSIONS 


What is the retirement program of the Railroad Pension Conference? 


Full retirement after 30 years of service regardless of age at half pay based on 
the 5 years of highest earnings (maximum annuity, $200 a month). 

At present full-pension retirement, save for disability, is permissible only at age 
65. The average pension being paid barely exceeds one-fourth of going wages, 
and those newly granted average one-third of going wages. In 1950 there were 
250,000 railroad workers who had already served over 30 years, but could not 
retire on full pension because they were not yet 65.1 (The number is smaller at 
present.) 


1 Compiled from Railroad Retirement Board, 1952, Annual Report, table A-21, p. 173. 
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The effect of this measure, therefore, would be to make retirement possible for 
a large number of railroad workers who have given full measure of service to the 
railroads; and at a pension rate sufficient to keep the retired worker in decent 
living conditions, and hence enable him to take advantage of the retirement 
possibility. 

By encouraging retirements, it would improve the regularity of employment of 
the remaining railroad workers, now suffering from unemployment as severe as 
during depression times. 


Why are higher retirement benefits needed? 


They are needed because benefits have not kept up with the inflation dollar. 
Today, in relation to the cost of living and in relation to the wages of employed 
railroad workers, retirement benefits are lower than when the railroad retirement 
system started. 

In June 1937, employee annuities under the railroad retirement system averaged 
$63.03 a month. The average monthly earnings of all railroad employees in 1937 
were $147.83. Thus, annuities for retired employees amounted to 42.6 percent 
of the earnings of employed railroad workers. In June 1954 annuities in effect 
averaged $99.53. This was only 26.4 percent of the $376.76 average earnings of 
em ployed railroad workers in 1954. 

Table I shows how the ratio of annuities to earnings declined through 1946, 
and how the successive postwar improvements in annuities merely held the line 
against further worsening of this ratio, which reached its lowest point in 1951, 
just before the major amendments enacted that year. 

For those retired workers having living wives or husbands eligible for supple- 
mentary benefits, the situation is now a little better. But even these supplemen- 
tary benefits are averaged in. The resulting average annuities plus supplementary 
benefit (including in the average those annuities with no supplementary benefit) 
was only $112.19 in June 1954, or 29.8 percent of the average employed railroad 
worker’s earnings. 

In relation to the cost of living, also, retired railroad employee annuities have 
fallen behind. Between June 1940 and June 1954 the average annuity being paid 
increased 51.8 percent. But the Bureau of Labor Statistics Consumer Pric« 
Index increased between 1940 and 1954 by 91.8 percent, or nearly twice as much, 
The index of real annuities, in terms of dollars of constant purchasing power, had 
fallen to 79.1 percent of the 1940 level. Even if we add in the supplementary 
benefits to wives and husbands of annuitants, the 1954 index of annuities is 171.2, 
and the index of real annuities, in dollars of constant purchasing power, had fallen 
to 89.3 percent of the 1940 level. 

Details are shown in table II. Again, the detailed figures show that the 
various postwar improvements in the railroad retirement system had the effect 
of temporarily checking the decline in real annuities, but never in raising them 
above the low level left at the end of World War II. These statistics do not show 
the full deteriorations on railroad retirement annuities in relation to the cost of 
living. The BLS Consumer Price Index, in the opinion of many outside experts, 
does not show the full increase in the cost of living. 

The income needs of a retired worker, for even a modest seale of decent living, 
are at least 50 percent of his earnings when working. The 1955 Economic Report 
of the President, speaking of unemployment insurance, states: 

“From the standpoint of the unemployed worker, weekly benefits should be 
sufficiently high to provide the basic necessities. From the standpoint of the 
economy, benefits should be sufficient to enable the unemployed to maintain a 
substantial part of their customary expenditures, thereby minimizing the spread 
of unemployment. The general level of benefits is now too low for either of these 
purposes. Our Federal-State unemployment insurance system was originally 
designed to pay benefits of approximately half of regular weekly earnings, up 
to a dollar maximum that was adequate for its time. Since these legal maxima 
have not kept pace with rising wages, the ratio of benefits to the wages of covered 
workers has fallen from 43 percent in 1938 to 34 percent currently, and in several 
States below 30 percent. In many States a great majority of all beneficiaries 
receive the same weekly benefit—the maximum—regardless of the differences in 
their earnings. This loss of a clear relation between benefits and a worker’s 
usual earnings or his customary living standard is inconsistent with the incentives 
of a free economy. It is highly desirable that the States change their laws so 
that the great majority of covered workers will be eligible for payments that at 
least equal half their regular earnings.’’? 





* Economic Report of President, January 1955, pp. 55-56. 








58 EXEMPT CONTRIBUTIONS TO RAILROAD RETIREMENT FUND 


A retired worker, as much as an unemployed worker, needs at least one-half of 
his previous earnings. This is all the more true in that the unemployed worker 
expects to get a job sooner or later, and by virtue of that, can if necessary utilize 
his small savings, and obtain credit, in addition to his unemployment insurance, 
But a retired worker generally has no prospect of income whatsoever other than his 
pension, 

To raise the annuities of railroad workers to equal the 50 percent of the wages 
of the employed workers, they would have to be increased roughly 60 percent, 
taking into account supplementary benefits to wives and husbands; and almost 
doubled, if this were not taken into account. 

The inadequate level of retirement benefits has resulted in tens of thousands of 
railroad workers staying on the job who would otherwise retire. This is brought 
out by statistics in the 1953 Annual Report of the Railroad Retirement Foard, 
Some 46,800 employees aged 65 and over were in service at some time during 1939, 
and represented 2.8 percent of allemployees. But by 1952 some 97,900 employees 
age 65 and over, or 4.8 percent of all employees, were in service sometime duri g 
the year. (See table III.) It was expected that many of the elderly workers who 
had stayed on the job for World War II needs would retire at the close of the war. 
Some did, but the number of elderly workers did not decline at all, while the pro- 
portion increased rapidly and, after 1948, both the number and the proportion of 
elderly workers increased. 

When the railroad retirement’ system first went into effect, the number” of 
workers aged 65 and over fell almost in half within 2 years. But the present level 
of benefits is so inadequate that the number and percentage of workers aged 65 
as of 1952, was higher than in 1936-37, on the eve of the railroad retirement 
system. 

Suppose retirement benefits are increased enough to encourage older workers 
to retire to the same extent as when the system started, and employment of 
workers aged 65 and over is reduced to the 1939 proportion. This would mean some 
30,000—40,000 additional retirements, and would provide jobs for roughly one- 
third of the average number of railroad workers receiving unemployment benefits 
during 1954. 

Permission to retire after 30 years of work at half pay would encourage ters of 
thousands of additional workers, not yet 65, to retire. Altogether, the program 
of the Railroad Pension Conference would result in at least 50,000 additional 
retirements, and provide jobs for at least half of the average number of railroad 
workers unemployed in 1954. 


Comparison of railroad retirement with OASI 


Improvements in the Federal old-age and survivors insurance system have been 
much more marked than in the railroad retirement system. Between 1940 and 
September 1954 the level of old-age pensions under OASI increased approxi- 
mately 150 percent. The level of supplementary benefits for wives and binbends 
increased approximately 250 percent, with a similar increase in supplementary 
benefits for dependent children. By contrast, the increase in railroad retirement 
annuities has been only 52 percent since 1940 (71 percent if wives’ and husbands’ 
supplementary pensions are included). 

Of course the pensions under the railroad retirement system are higher than 
under OASI, but the tax rate is more than 3 times as high (12.5 percent against 
t percent). Moreover, throughout the history of the systems, railroad retirement 
taxes have run about three times OASI taxes, on the average. 

One would think that railroad workers could thereby buy pensions three times 
as high. But that is far from the case. Considering the combination of old-age 
pensions with supplementary benefits for wives, husbands, and dependent children, 
the average from OASI in September 1954 was $67.89 (preliminary); the average 
for the railroad retirement system was $112.94, or 66.4 percent more: If the ratio 
of railroad retirement annuities to OASI annuities were in proportion to tax 
payments, the railroad annuities (including wives’ and husbands’ supplements) 
would average over $200. ; 

However, this comparison does not take account of the fact that the average 
earnings of those retired under OASI have been much lower than the average 
earnings of those retaired under railroad retirement. Consider the situation of 
persons, each with creditable average earnings of $300 per month, retiring in 
January 1955 under the 2 systems at age 65; the railroad worker with 30 years 
of experience or more. 
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Pension under— Percent 
= by which 
| | railroad 
| Railroad retirement 
OASI | retire- pension is 
| ment | higher 
We ce ii i se ils $98. 50 | $165. 60 | 68. 1 
TE SO a a ti esa 147. 80 | 205. 60 | 39.1 
Worker, wife and 1 child under 18. -_-._-----.-.....------ 197. 09 | 205. 60 





If the worker has a living wife, his advantage under the railroad system is only 
39 perent, if he has a wife and child, only 4 percent. 

And this is not a fair comparison. Because the OASI system provides for 
pensions based on the average earnings beginning with 1951—that is, limited to 
a period of comparatively high earnings. _ But the railroad worker has to average 
his earnings over a 30-year period, dominated by the prewar period when earnings 
were less than half the level of recent years. If the railroad worker had the aver- 
age earnings of all railroad workers, his average creditable wages for the 30 years 
would ke $200 per month, in comparison with the $300 creditable to a worker 
under OASI who earned the same amount, and paid but a fraction of the employ- 
ment taxes. In this more realistic situation, the comparison would be as follows: 


| | Percent by 








| | Railroad | which 
| OASI ($300 | retirement | railroad 
| permonth) , ($200 per | retirement 
| month) | pension is 
higher 
WR WRI a ae Ssh Red aineta eels $98. 50 | $124. 20 | 26.1 
BE EERE ET a oe ee 147. 80 | 164. 20 11.1 
Worker, wife and 1 child under 18__..........-......_.-.------ 197.00 | 197.00 | 0 


For the retired single worker the. railroad system provides only 26 percent 
more, for the married worker 11 percent more, and when there is a child under 
18 the pension is the same under the 2 systems, and would be far less under the 
railroad system (164.20 in the example) except for the provision of the law which 
— the railroad worker that he will get as high a pension as if he were under 

It is ironic that the increase in OASI benefits enacted in 1954 was of benefit 
to a large number of people under the railroad retirement system, through the 
operation of the minimum provision. Some 17,000 retired railroad workers, 
some 6,000 wives or husbands, and 125,000 survivors were affected, showing how 
many would have lower benefits under the railroad formula than under the OASI 
formula. 

The remaining comparatively slight advantage in the railroad formula over 
the OASI formula is more apparent than real. Because pensions under OASI 
had been too low, a d because employers had been paying comparatively low 
employment taxes, 1.illions of workers outside the railroads have been able to 
negotiate supplemental pensions, paid wholly by the employers, which together 
with OASI provides benefits far above those available to most railroad workers. 


Railroad magnates and railroad workers 


The National Industrial Conference Board compiled data on set-asides by 
large corporations for pensions of top executives, as of 1951. The New York 
Central set aside funds to provide an annual retirement pension of $25,000 for its 
president and $21,000 for its executive vice president. The Chesapeake & Ohio 
set aside funds to provide $26,000 annually for its president, and $18,000 and 
$12,000 respectively for 2 top vice presidents. The Illinois Central set aside 
funds to provide an annual retirement pension of $47,000 for its president. 
They are in addition to the annuities under the railroad retirement system which 
these executives will receive (National Industrial Conference Board, Studies in 
Labor Statistics No. 8, Top Management Compensation). These figures contrast 


3 National Industrial Conference Board, studies in Labor Statistics, No. 8, Top Management Compen- 
sation. 
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sharply with the average of approximately $1,200 per year currently being paid 
to retired railroad workers. 

Furthermore, the pensions for top executives are seemingly calculated on a 
more liberal actuarial basis than those paid railroad workers. In the case of then 
railroad worker earning $300 a month, noted above, the ultimate annual pension 
is 4.4, times the present annual tax collection. In the case of the presidents of 
the New York Central and Chesapeake & Ohio railroads the ultimate pensions 
will be approximately 5 times the annual set-asides by the companies, in the case 
of the C. & O. vice presidents, 6 times, and in the case of the New York Central 
executive vice president, 7 times the annual set-aside. Generally officials are 
appointed to top positions at a much later age than that at which railroad workers 
go to work. ‘Typically, the set-aside may continue for only 15-20 years for a 
top executive instead of 30 years for the railroad worker. Therefore, altogether, 
the fund set aside to pay annuities to the executive is much smaller, in compari- 
son with the ultimate annuity paid, than in the case of the railroad worker. 

The Railroad Retirement Board conducted a study of supplementary pension 
plans of 53 railroad companies. These are plans voluntarily instituted by the 
companies for their higher paid employees, covering at the time of the study 
(1949) pay of over $3,600 per year and therefore pay not covered by the Federal 
system. In all vital respects these systems were more favorable to the higher- 
paid employees than the Federal system. In the case of 64 percent of the em- 
ployees covered, the companies put up all the money for the extra pensions, and 
the employees had to pay nothing. Only 11 of the 53 plans studied calculated 
pensions on earnings over the entire period of the employee’s service; 39 of the 
plans provided for calculation on the last 10 years’ service, 2 on the 5 consecutive 
years of highest pay, and 1 on the 10 years of highest pay. All of these other 
methods are more favorable to the employee than the entire period method, 
which is used essentially by the Federal system. 


B, THE FUND CAN AFFORD THE HIGHER BENEFITS PROPOSED 


Senator Douglas’ statement 


Hon. Paul H. Douglas, chairman of the Joint Committee on Railroad Retire- 
ment and Senator from Illinois, is a known expert in his own right and the author 
of the constructive 1951 amendments. Speaking on August 3, 1953, before the 
United States Senate, Senator Douglas said: 

‘“* * * T believe substantially better benefits are possible by means of more 
profitable investment of the railroad retirement reserve and other methods. 
Increasing tax rates will not be necessary.” 5 

He listed a series of eight possible improvements that had been recommended, 
and expressed the opinion that a “sound program” of improvements could be 
enacted, although this could not include all the items on the list. This position 
is consistent with that of the Railroad Pension Conference, because the Senator, 
in addition to listing most of the Conference’s recommendations, had certain 
additional ones, and did not suggest any raise in the tax base, whereas the Railroad 
Pension Conference does not object to increasing the tax base to $400 a month, 
providing annuities were half of the taxable income, and if it was necessary to 
finance the improvements. 

However, Congress, in 1954, while markedly liberalizing benefits under the 
OASI system, made only fringe liberalizations in railroad retirement, the total 
amount of which is less than the increase in taxes which was enacted at the same 
time. 


Cost of the Pension Conference proposals 


The Railroad Retirement Board claimed that the proposals of the Railroad 
Pension Conference, embodied in H. R. 122 at the last session of Congress, would 
increase costs by over $175 million annually. This estimate is likely to be high, 
as the Railroad Retirement Board tends to be unduly conservative in its financial 
evaluations. However, even if the estimate of $175 million is accurate, the facts 
show that the system can afford to pay it. The amendments passed in 1954 have 
had the immediate effect of increasing employee annuities by roughly $15 million 
yearly (in addition to the increase in survivor annuities). Over the long run, it 
will add another $25 million to railroad emplovee annuities, owing to the higher 
wage base. Thus the total long-run gain may be figured roughly at $40 million. 


‘U.S. Railroad Retirement Board, Railway Pension Plans Supplementary to the Railroad Retirement 
System, 1949. 

5 Quoted by Thomas Stack hearing before Committee on Interstate and Foreign Commerce, House of 
Representatives, 83d Cong., 2d sess., on H. R. 7840, Amending Railroad Retirement Act, March 1954, p. 63 
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Presumably the Board’s $175 million estimate exceeds its estimate of immediate 
cost, refers to its acturial, long-range estimate. 

Therefore, the entire $40 million should be subtracted to obtain the net cost in 
comparison with the present situation. This indicates a net cost of $135 million 
per year. 


The Federal budget shows that the Pension Conference proposals are sound 

The Federal budget, submitted by President Eisenhower to Congress in January 
1955, includes figures for the railroad retirement trust fund compiled under ex- 
tremely unfavorable circumstances. The tax revenues of the system for the last 
fiscal year and the present fiscal year are expected to be sharply cut because of 
the severe 1954 slump in the railroad industry; so much so that the total revenues 
in fiscal 1955 are estimated considerably below revenues for fiscal 1954, despite 
the increase to $350 per month in the tax base for the later year. At the same 
time, the fund’s expenditures are increased because of the growth in the number 
of beneficiaries, and the liberalizations in benefits provided in 1954 and 1955. 
Moreover, beginning with the last fiscal year, the railroad retirement fund ceases 
to receive the former substantial transfers from the Treasury account of World 
War II military service liability. Also, the budget includes for 1955 and ® $17 
million of interest payments to the OASI on account of the financial arrangements 
between the 2 funds. This is a temporary situation, diminishing in amount each 
year, which should be replaced by payments in the other direction. 

Despite these handicaps, the budget showed continued excess of income over 


-expenditures, and a substantial rise in the size of the fund: 


Yearend railroad 
retirement trust fund 


Fiscal year: (millions) 
WOe Cn Le De See eh. A Bel ag stl. G48 
weer ree ke ce See ees Cae ae ke aif VE See 


1956 (estimated) te ng i ti ee 


The 2 years increase shown is $261 million, or an average of just over $130 
million per year. 

Moreover, these figures are on the basis of the fund paying out $14 million more 
than its new obligations during the 2 fiscal years. To see the real situation of the 
fund, one must add this to the $261 million increase, bringing the total improve- 
ment to $275 million, or $137.5 million per year. Thus the fund could presently 
absorb the entire rise in outlays called for by the Railroad Pension Conference, 
and still remain substantially unchanged (assuming the $135 million annual net 
increase in costs). (It would not be correct to say that the fund would gain 
slightly, because interest receipts would be a few million dollars less if the Pension 
Conference proposals were adopted.) 


What is wrong with the calculations of the actuaries? 


Railroad workers are told that higher pensions are impossible because the 
actuaries show that they would bankrupt the fund. 

The cost calculations of the Railroad Retirement Board are based on actuarial 
valuations which are made every 3 years. These calculations are made by skilled 
actuaries, masters of complicated mathematical formulas. However, the calcu- 
lations depend not only on knowledge of mathematics, but on what the actuaries 
think will happen for decades in the future. These opinions, or assumptions, of 
the actuaries, concern a wide variety of happenings—how many railroad workers 
will be employed and at what wages, how many railroad workers will leave the 
industry after a short time, how many will die in service, how many will remain 
employed until retirement age, at what ages they will choose to retire, how long 
they will live after retirement; and so on. 

None of these happenings can be predicted exactly by mathematical formulas. 
Some of them—such as how many railroad workers will die in service—can be 
predicted more or less accurately on the basis of past experience. Others, such 
as the wages of railroad workers, involve economic and political judgements on 
which the actuaries have no special competence. 

Wrong guesses, or ‘“‘assumptions,’’ on such matters can render the calculations 
of the actuaries valueless and misleading, for all their technical skill in handling 
mathematical formulas. 

The assumptions of the actuaries are usually “‘conservative.’”’ That is, their 
guesses are such as to indicate high expenses and low receipts. Therefore, their 
calculations end up by showing ‘‘need” for comparatively high taxes and the 
‘possibility’ of paying only comparatively low benefits. 





‘RRB 1952 Annual Report, p. 132. 
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Private insurance companies and the Railroad Retirement Board 


The whole tradition and training of the actuaries make it inevitable that their 
methods should be of this character. The actuarial profession developed as an 
adjunct to the insurance companies. The insurance companies were organized 
or taken over by the most powerful financiers, with the object of deriving private 
profit, especially from the accumulation of hugh supplies of capital. That they 
have succeeded in this is evident from the fact that the assets of life-insurance 
companies alone are now well above $80 billion, and are increasing at the rate of 
over $5 billion per year; that the Metropolitan Life Insurance Corp. is the 
wealthiest corporation in the world, and the “Big Four’ life-insurance companies 
the most important source of financing. 

These funds are piled up by charging high premiums and paying low benefits. 
This is justified by the formulas of the actuaries. According to the formulas, 
each policyholder gets a fair break. Interest is added to his premium at com- 
pound interest, and the total piled up—less a sizable allowance for expenses— 
until the year he is expected to die. The resulting amount exactly equals the 
amount of his life insurance. If one person dies earlier, and another later, the 
life-insurance company comes out even. 

The catch is that the actuaries use a mortality table that is hopelessly out of 
date, so that most policyholders live longer than the actuaries figure. The insur- 
ag companies collect the premiums and the interest for all the extra years of 
life. 

If the premiums were based on actual death rates, they would be much lower. 

Now let us suppose the policyholder wishes to get around this, and secure his 
money’s worth, by buying an annuity. Then the longer he lives, the more money 
he collects from the insurance company. But the insurance companies are a step 
ahead of him. For annuities, they use a different mortality table than for regular 
insurance, one which says that people will live much longer than they actually 
do. The premiums for annuities are calculated on this mortality table, and again 
are much higher than they would have to be to pay the actual cost of the annuities. 

This, and other devices with similar effect, constitute the “‘conservative” frame- 
work of actuarial technique. And the actuaries trained for a lifetime in this 
approach, carry it over to the calculation of benefits and tax rates for the railroad 
retirement system. 

But the railroad retirement system is not a private money-making proposition. 
Its main function is to supply adequate pensions to retired railroad workers and 
their dependents and survivors. Conceivably it could be financed out of ordinary 
Federal revenues, without the establishment of any special fund. The fund 
exists merely to give an additional guaranty to railroad workers, to assure them 
a proprietary interest in their pensions. There is no need to build it up to the 
monstrous proportions of the private insurance funds. 

Yet there is the following comparison. At the end of 1953 there were 90 million 
policyholders in private life-insurance companies. Some $78 billion of assets 
existed to guarantee their future claims, or roughly $870 per policyholder. In 
June 1954 there were some 2.5 million workers who had either paid taxes for 
railroad insurance during the past year, or were receiving (including their sur- 
vivors) benefits under the system. A fund of $3.4 billion had been set up to 
guarantee their future claims, or roughly $1,360 per railroad worker. And in 
35 years hence the railroad retirement fund is expected to reach $7.4 billion 
where it is expected to remain. 

Of course this comparison is not exact or scientific. It doesn’t take into account 
the differences in benefits provided by the average private insurance policy and 
the average railroad retirement policy. But it does show, in general the railroad 
retirement fund has been built up by principles comparable to the funding of the 
profitmaking private insurance companies. 


Level costs and the history of conservative forecasts 


The actuarial evaluations are expressed in terms of level costs. This is what 
level costs mean. If payrolls are taxed at a fixed rate, and the interest at 3 percent 
accumulated on the taxes until benefits are due, the fund will either grow enor- 
mously, or become bankrupt, depending on the tax rate and the scale of benefits. 
If the tax rate is set just right, at a certain time in the future, tax collections and 
interest income will exactly match benefit payments, and will continue to do so 
indefinitely. 

Experience has invariably shown the estimated level costs of the actuarial 
valuations to be too high. In each case the actuaries have been forced to cut 
their previous level-cost estimates, but because of changes in benefits, they have 
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remained just as far as ever out of touch with reality. This is illustrated by the 
following table: 


Level costs under— 





| 1946 198 | 1951 
Actuarial valuation 1937 act | amend- | amend- | amend- 
ments ments | ments 
DI cenkae sone sesien dey sth seed Gu aegnchinnneceiat drei hana enw egen a 
Didptieik ie canine acne ging gneean~sapiehabanmonteies tp oe 10. 21 | 
ibs BHU Es elon nnnte tbh seed aged eeancececdgete tm ees 8.99 | $12.63 : 
CB ne sib Babine s Vee chtehitn chibado adudédeene -shidsessesmaotes — 10. 24 $12.72 |... 
FER awa rina mites <pihecsig = wnthamodehaatiner at Sonttineniie penne herein cee |acesemncee ssace-.-| . $1.4 


Source: Compiled from Retirement Policies and the Railroad Retirement System, Report of the Joint 
Committee on Railroad Retirement Legislation, pt. 1, 83d Cong., Ist sess., 8. Rept. No. 6, pt. 1, pp. 309-316. 
Omits preliminary estimates presented other than by the regular actuarial valuations. 


Between the first and the third valuations, the estimated costs under the 
original act were cut 17 percent. In just 3 years, between the third and fourth 
valuations, the level costs under the 1946 liberalizing amendments were cut 19 
percent. The estimated costs under the much more liberal 1948 amendments 
were put by the fourth valuation at hardly any more than the third valuation 
placed the level costs under the 1946 amendments. The 1951 amendments 
increased overall benefits by perhaps 25 percent. Yet the fifth valuation showed 
an increase of level costs of only 6 percent over the fourth valuation. If the 
actuaries had used the same tables and assumptions as in the previous valuation, 
they would have shown a level cost of 15 to 16 percent, but was forced by outside 
pressure to make slightly less conservative assumptions. This is more or less 
conceded by the actuaries themselves, in the introductory statement to the 
fifth valuation of the Actuarial Advisory Committee: 

“The committee was advised that various interested groups had challenged 
the use of the old tables on the ground that they did not reflect actual experience. 
The advisory committee had favored the use of the old tables on the ground that 
current experience could be greatly changed by a deflationary shift in the economic 
cycle. However, the committee feels that rather than remain in the position 
of having the basic assumptions used considered too conservative, it would be 
preferable to use the new tables which are closer to current experience.” 

However, even the reluctantly revised tables are still far from experience. 
Even they set a conservative standard which exaggerates likely percentage costs, 
and cover up the possibilities for greatly expanded benefits. 


Wrong assumptions about payrolls 


The most important wrong assumption of the actuaries is that taxable payrolls 
will be frozen forever at $5 billion per year, slightly less than actual payrolls in 
1951-52. This, also, has been the main wrong assumption of the actuaries in 
earlier valuations. Here is why this is important. The railroad retirement 
system provides pension rights for the future to employees based in part on 
earnings before any taxes were collected, and also for many years when taxes 
were lower than they are now. Because taxes were not collected against that 
part of the pension rights, they are called unfunded liabilities. A large part 
of the level costs are designed to meet these unfunded liabilities. If payrolls are 
doubled, the same amount is needed to meet the unfunded liabilities, but as a 
percentage of payrolls, the cost is cut in half. If not for these unfunded liabilities, 
the benefits could admittedly be sharply increased with present taxes. 

To estimate frozen future payrolls, the actuaries made two other assumptions 
which do not stand up. Their estimate of future payrolls consisted of four steps: 

1. Estimate of future industrial production. 

2. Estimate of amount of railroad traffic for a given level of production. 

3. Estimate of increased labor productivity and hence, of man-hours 
of employment for a given level of traffic. 

4. Estimate of hourly wage rates. 

The second and third steps are not at issue. But the assumptions concerning 
industrial production and hourly wages are. According to the high estimate, 
industrial production was to rise 16 percent in 9 years, and per capita industrial 
production only 4 percent. According to the low estimate, industrial production 
was not to rise at all in 9 years, and fall 10 percent on a per capita basis. The 
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final valuation involved a rough averaging of these two assumptions. In other 
words the actuaries assumed virtual economic stagnation. 

Averaging the high and low estimates, the actuaries expected industrial pro- 
duction in 1954 to be 5 percent below 1951. But actually despite the slump in 
1954, it was 4 percent above 1951. For 1953, the difference between the actuaries’ 
assumptions and the actual level was even more marked; and judging by trends 
so far, it will be more marked in 1955 than in 1954. 

The President’s Economie Report to Congress of January 1955 set forth a 
perspective of a 39-percent growth in the national production in the next decade. 
This may be right or it may be wrong. But the point is that it is the minimum 
necessary to conform with the national policy as expressed in the Employment 
Act of 1946. Government policy is directed toward the aim of achieving this 
increase. Whether its measures are adequate, or in the right direction, is a 
matter of political opinion. But it is reasonable that policies should look toward 
the perspective of an expanding economy. For example, in the case of taxes, 
the 1955 budget-assumed a steady r‘se in prosperity during the next year and a 
half. If a slump were assumed, it would be necessary to raise the rate of-taxes, 
say on corporations, in order to meet Government expenditure requirements. 
However, it is claimed by the administration, lower corporate taxes help to 
realize the prediction of a higher level of output, and higher revenues from current 
rates. 

The assumptions of the retirement system actuaries are not in accord with 
this principle. Their assumptions of industrial stagnation may prove correct. 
If so, they will have contributed to that result by pauperizing the increasing 
number of retired railroad workers, and hence reducing consumer markets. 
Assumptions in accord with a general policy of high level employment and rising 
production, which would show the possibility of paying more liberal benefits, 
would at the same time contribute toward that end. 

The actuaries also assume that railway wage rates will be frozen forever at 
the level of January 1953. But actually, by October 1954, despite the severe 
slump in railroad employment and hence in the bargaining power of the railroad 
workers, hourly wages were already 4 percent higher. than in-January:1953. And 
a still further increase in wages has been achieved. To think that railroad workers 
will not continue in the future, as in the past 20 years, to achieve steady improve- 
ments in wages is to underestimate the railway labor unions, and the general 
power of the trade union movement in the United States. 

The actuaries deal with taxable wages, and assumed in the fifth valuation 
continuation of the $300 per month ceiling. Already this has been raised to $350. 
Undoubtedly, in the future also, this ceiling will be raised in accord with increases 
in the general wage level. 

Clearly, if realistic assumptions were made about future payrolls, allowing for 
the continuation of historical upward trends, the retirement system would be 
shown to have a capacity to pay much higher benefits than at present. 


The raw deal for new railroad workers 


This whole question is brought out best by considering the special situation of 
workers entering the system now, or in the future. These workers will have a 
tax of 12% percent levied on their wages from the start of their employement. 
In the language of the actuaries, their pensions are “fully funded’’—taxes on their 
wages fully pay for their benefits. Workers who entered the industry any time 
beginning with 1947 are in much the same situation. 

The fifth actuarial valuation showed that the normal cost of benefits provided 
by the Railroad Retirement Act for these new entrants is 7.66 percent of their 
payroll.? Adding 0.15 percent for administrative expenses brings this to 7.81 
percent. That is, the benefits paid to these workers should be increased 60 per- 
cent in order to return them the full value of the 12.5 percent taxes paid from 
their payroll. Or, in other words, they are getting benefits amounting to only 
62.5 percent of what they pay for and the railroads pay for on their account. 

The justification offered for this scandalous state of affairs is that these extra 
taxes collected are needed to pay the interest on the “unfunded”’ benefits payable 
to workers who were in the system prior to 1947. Like the debt of the feudal 
usurer, this unfunded liability will go on and collect interest forever, to be borne 
by all future generations of railroad workers, according to the calculations of the 
actuaries. 

It is our contention that this approach is wholly inequitable to the vast majority 
of railroad workers. Benefits should be paid on the full scale covered by present 
taxes. That is, the new worker should get benefits at a “normal rate” of 12.35 





? Ibid, p. 133. 








2XEMPT CONTRIBUTIONS TO RAILROAD RETIREMENT FUND 65 


percent representing the taxes he pays less administrative costs. If in fact, rather 
than theoretical calculations, the drain of funds to pay benefits to employees who 
were not fully ‘funded’ begins to reduce the fund, the Government should 
appropriate from general revenues a sufficient sum to fully fund the potential 
“‘unfunded”’ benefits. 

When Congress enacted the Railroad Retirement Act, it recognized the existence 
of a social obligation to pay adequate pensions to retired railroad workers. The 
fact that today’s railroad workers pay taxes into the system to buy their proprie- 
tary rights to it, does not imply that they as individuals should take over the social 
obligation of all the people to pay annuities to retired workers of the previous 
generation. 

The Railroad Retirement Board, unfortunately, has attempted to obscure the 
significance of this low cost of present benefits for workers. At the 1954 hearings, 
Mr. Thomas Stack, president of the National Railroad Pension Forum, Inc., 
brought out the fact of the low ‘‘normal cost” figure. The Railroad Retirement 
Board, in its report ‘‘rebutting’’ Stack’s testimony, wrote: 

“Mr. Stack is evidently talking about the 7.66 percent that appears in table 
A-48, page 213 of the 1952 annual report. The cost of benefits for new entrants 
who will, as career railroad employees later become eligible for benefits under the 
Railroad Retirement Act is 10.83 percent—rather than 7.66 percent—to compare 
with the 1234 percent tax.” § 

This is an evasion of the issue. Of course, the 7.66 percent is an average of the 
situation of different workers, who will get benefits in varying ratio to their 
original contribution. Many workers, who do not stay in the industry for 10 
years, will get no benefits. The proper cost figure for the workers who get full 
benefits, as apparently referred to in the Railroad Retirement Board answer. 

Similarly, the actuarial valuation adds to the 7.66 percent an adjustment of 
3.41 percent, to a total of 11.07 percent, representing the net balance of adjust- 
ments with the OASI on account of ‘‘new entrants’’.® But this addition is ficti- 
tious bookkeeping entry, which is more than counterbalanced by an opposite 
bookkeeping entry elsewhere in the accounting. 

In actuarial terms, the valuation shows the ‘“‘level cost’’ of future benefits to 
workers already employed at 23.96 percent.” A weighted average of the 7.66 
percent for future workers, the 23.96 percent for present workers, and compara- 
tively minor adjustments for retired workers and funds on hand, produces the 
overall “level cost”’ figure of 14.00 percent, which is then reduced to 13.41 percent 
by taking account of the transactions with the OAST." 

The more total payrolls increase in the future, the more weight is given to the 
23.96 percent for present workers. If it were assumed that payrolls in the future 
increase by 3 percent per year or more, all the weight would have to be given to 
the 7.66 percent, and this would become the level cost figure. An increase of 
3 percent per year would mean that railroad payrolls would double every 24 
years. Actual past experience shows a faster rise than this. Between the vear 
ending June 30, 1895, and calendar vear 1952, that is over a 57% year interval, 
compensation of railroad employees increased slightly more than 12 times.” 
This is equivalent to a compound annual rate of increase of approximately 4.4 
percent. 

Since a sizable continued rate of increase in railroad payrolls is a reasonable 
assumption for the future, it is appropriate and fair to all the railroad workers to 
base calculations on such an assumption, and to place benefits at the rate now 
being collected in taxes—12.50 percent less 0.15 percent for administration. 


Other ways in which the actuarial valuation exaggerates costs 


Besides the basic error, concerning the payroll assumption, the actuarial valua- 
tion involves a number of other ‘‘conservative’”’ assumptions which have the effect 
of exaggerating the cost of benefits. Some of these are: 

Exaggerating the length of time an employee will receive an annuity. 

Exaggerating the number of employees who will retire, instead of working until 
their death or final illness. 

Exaggerating the number of employees who will stay in the industry long 
enough to receive retirement benefits. 


§ Railroad Retirement Legislation Hearing, Committee on Interstate and Foreign Commerce, 83d Cong 
2d sess., June 3, 1954, p. 167. 

* RRB 1952 Annual Report, p. 133. 

1” Computed from ibid., tables A-44 and A-47, pp. 208 and 212. 

1 Ibid., tables A-47, A-48, pp. 212, 213. 

12 Statistical Abstract of the United States, 1954, table 655, p. 569, 
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1. Exaggeration of duration of annuity—The valuation uses a mortality table 
which gives the retired railroad worker a longer life span than he really enjoys. 

The following figures show the percentage ratio of deaths among railroad 
workers receiving annuities to ‘““expected”’ deaths according to the fifth valuation 
formula: !% 


POLICY FOR? Toe eee ee. an ets ok caee oe spe es 103. 4 
Policy ‘year 1046-402 ee De ote eek Se LA ie 106. 2 
PON6Yy year TORO oe oe dete eben Looe 104. 4 
Caltien you? THe. oo ae ee cabs ae nab pate 107. 0 


Source: 1952 annual report, tables A-1 and A-3 pp. 146 and 148. 


For those workers on full annuities—that is, retiring at 65 or later—the excess 
of deaths is somewhat more marked. In addition, the assumed retirement ages 
are a little lower than those which have actually prevailed. 

How much does this “‘conservative’’ assumption exaggerate costs? The valua- 
tion amounts to assuming that the life expectation of a newly retired railroad 
worker on full age annuity is about 11.8 years.¢* The actual experience to date 
has been a life expectancy of about 11.0 years. Thus the valuation assumes that 
payments will be made for almost a year longer than experience indicates, and that 
the total cash outlay for annuities will exceed that indicated by experience by 
roughly 7 percent. 

Use of a “conservative’’ mortality estimate might be justified if there were 
evidence that annuitants are living longer and longer. But no such evidence 
exists. A special calculation made in connection with the valuation showed 
“that there is no discernible secular trend as yet toward lower mortality rates 
after retirement’’ (annual report 1952, p. 149). The rationalization for using 
a more ‘‘conservative’’ mortality table is as follows: 

“While it is true that relatively little improvement has been shown in mortality 
among our retirements in recent years, considerable improvement has been noted 
below that age in various mortality experiences over the last 20 years. It is there- 
fore possible that in the not too distant future, the same trend may also be evident 
above age 65 as advances in medicine and social conditions also begin to reflect 
themselves at the higher ages.’’ 

This is a substitution for wishful thinking, or speculation, for fact. It would 
be more to the point to increase the annuities of retired railroad workers, which 
by improving their economic conditions, would help to increase their longevity. 

The mortality tables used for the actuarial valuation of disability retirements 
are, if anything, more ‘‘conservative.’’ The same applies to reduced age retire- 
ments—that is, to workers who retire on reduced pensions at ages 60-64. 

2. Exaggeration of the number of employees who will retire—Not every employee 
who reaches retirement age elects to do so. Partly because of the low level retire- 
ment benefits, many of the railroad workers keep on working until they die. In 
1950, for example, only 30.2 percent of the railroad workers retired during the 
year after they reached 65, and roughly one-third of those who had reached 65 
5 years earlier were still working at the end of the year.!° The third and fourth 
actuarial valuations had used retirement rates based on prewar experience. But 
for the 1948-50 period, actual retirements totaled only 73 percent of the number 
expected according to the old formula. This was too much of a discrepancy even 
for the “‘conservative’’ standards of the valuation. A “‘compromise’’ was made 
between actual postwar experience and the obsolete formula; but the compromise 
formula is such that actual retirements during 1948-50 were 16 percent fewer than 
according to the revised formula,!” 

The rationale for retaining such a wide discrepancy is that retirement rates 
might increase in bad times. This possibility has already been disproved by the 
experience of 1954, when the severe slump which hit the railroad industry, in- 
volving extremely heavy and prolonged unemployment. The number of employee 
annuity applications received during the fiscal year 1953-54 was only 4.2 percent 
more than during the previous fiscal year of comparatively low employment.'® 

Obviously, an exaggeration of the number of railroad workers retiring leads to 
an exaggeration of the net cost of the system. Railroad workers who keep on 
working until their death or final illness pay more taxes into the system; and the 


* For lettered indicators see appendix. 

13 RRB 1952 Annual Report, tables A-1 and A-3, pp. 146 and 148. 
4 Thid., p. 149. 

18 Ibid., pp. 157 and 158. 

16 Thid., table A~9, p. 156. 

17 Thid., p. 157. 

5 R. R. B. Monthly Review, August 1954. 
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benefits ultimately going to their survivors are generally one-half or less the bene- 
fits they would have received if they had retired. 

Approximately the same distortion is involved in the estimation of disability 
retirements. 

3. Exaggeration of the number of workers who remain to qualify for retirement. 
This is accomplished in the valuation by underestimating the number of workers 
who withdraw from the industry. Over half the workers who obtain jobs in the 
railroad industry do not last out the calendar vear in which they began. Forty 
percent of those who do finish the year are dropped from the industry during the 
following year. One quarter of those who finish the second vear do not get 
through the third—and so on.!® 

The reasons for this are clear enough. A large part of railroad employment 
is seasonal in character. Because of the difficulty in getting steady work, many 
workers who take a seasonal job do not return in following years. Moreover, 
in the event of layoffs, workers with the least seniority are laid off first. In 
1952, for example, approximately 300,000 workers were more or less permanently 
separated from the railroad industry, other than by death and retirement. In 
the overwhelming majority of cases, taxes have been collected from these workers 
for a few months up to several years; with no retirement benefits accruing as a 
result of the 10-year service requirement. The railroad retirement fund obtains 
a ‘“‘windfall” which has to be taken into account in estimating the net cost of the 
system, 

The actuarial valuation used a system which grossly underestimated these 
withdrawals, and therefore underestimate the ‘‘windfall”’ tax receipts. Because 
of the effect of the 1951 amendments requiring 10 years of service for rights to 
vest in an employee, the fifth valuation recognized that the effect of this on costs 
was greatly increased. Therefore, it modified its formula so as to underestimate 
withdrawals a little less sharply than the fourth valuation. But the remaining 
underestimate is still extreme, especially in the range having the maximum effect 
on costs. Again, the justification is that withdrawals were much less during the 
years 1938-41, affected by depression conditions; and that another depression 
might again lead to low withdrawal rates.”° 

This argument is invalid. The low withdrawal rates in most of the period 
1938-41, were at least partly due to the fact that employment was rising during 
that period, so there were very few layoffs. Moreover, unemployment generally 
was still marked, so that workers kept jobs when they could get them. The 
valuation itself shows a much higher withdrawal rate in the slump year 1949, 
than in either 1947 or 1948. It is not unlikely that the 1954 experience will show 
still higher ‘‘withdrawal” rates. 

Approximate calculations give an idea of how much is involved in this. On the 
basis of the difference between actual withdrawals during the first 5 calendar 
years of work, and expected withdrawals according to the fifth valuation estimates, 
the retirement system collects each year approximately $19 million more in taxes 
on payrolls of $152 million, representing taxes for which the retirement system 
inherits no liability because withdrawal of the workers over and above the corres- 
ponding allowance in the fifth valuation.¢ 

This amounts to 3.04 percent of total theoretical taxable payroll, and a saving 
of 0.41 percent in the “level cost” actuarial calculation. Of the $19 million tax 
difference, $11 million accrues because of extra withdrawals during the fifth 
calendar year. Unfortunately, the annual report does not contain statistics on 
withdrawals in years 6-10, but indicates that they are also considerably above the 
expected rates allowed in the actuarial valuation. Thus the total effect is prob- 
ably several times the $19 million shown for the first 5 years. 

Another side of this is the reduction through withdrawals of persons who 
might otherwise ultimately be eligible for pensions. The difference between the 
actual experience and the assumptions of the actuarial valuation are as follows: 

Consider a group of 1,000 workers first taking jobs in the railroad industry. 
At the end of the fifth calendar year, according to the actuarial valuation, 185 of 
these are still working in the railroad industry. According to the actual experience 
of 1947-49, only 143 of these are still working at the end of 5 years.¢ That is 
22.7 percent fewer workers actually liable to receive pensions in the future. This 
can make an enormous difference in the actual cost picture, although precise cal- 
culations are impossible because of the intermingling of this factor with others 
concerning which the assumptions of the actuarial valuation cannot be tested 
so readily. 


18 1952 Annual Report, table A-17, p. 165. 
2 Ibid., p. 167. 
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Ability of system to pay 50 percent benefits after 30 years with present tar rate 

The following calculation, while using actuarial formulas, is not a precise esti- 
mate, but a rough indication which demonstrates the ability of the system to 
pay the retirement henefits proposed by the railroad pension conference. 

The following assumptions are made: 

The typical worker who retires enters the industry at age 28, earns $350 per 
month, and retires at age 60 after 32 years’ service; receiving a pension of $175 per 
month. 

2. He lives for 15.88 years after retirement, in accordance with the 1944 railroad 
annuitants mortality table. 

3. For every dollar of taxes collected, 64.6 cents is from workers who ultimately 
retire; 35.4 cents is from workers who die or leave the industry before retirement.¢ 

4. For every $1 of benefits paid, 74.4 cents consists of retirement benefits, 
and 25.6 cents of spouse’ annuities and survivors’ insurance benefits, these being 
the proportions estimated for present active employees in the fifth valuation.” 

These assumptions are far from presenting the situation in the most favorable 
light. We believe that, even with 50 percent retirement annuities, most workers 
will choose to work beyond age 60. As shown in the appendix, the ratio of taxes 
collected from workers who never retire on a pension is assumed at a minimum 
level. The improvement of the retirement opportunities will probably reduce 
the proportions of spouse’ and survivor’ benefits in the total paid. 

However, proceeding from these assumptions, the results are: 


LET OD OE nn a rte ee ee ee ree ee cee $4, 200 
2. Yearly taxes collected (12% percent of line 1)__-_-_-_---.-------- $525 
3. Amount of taxes after 32 years (at 3 percent annual interest com- 

OI CIEEG Do 9 eno nh at a0e oF ae me adem tet ee ee a $28, 149 
4. Total taxes collected and interest compounded, including allowance 

for taxes against which no retirement benefits will be paid (line 3 

BRUNE GAY, COO Yn on oe ee ee ee ee $43, 574 
5. Annual annuity collected by retired worker____------ Se a, ee Ae 


6. Total annuity collected in dollars before he dies (15.88 times line 5). $33, 348 
7. Value at time of retirement of that annuity, allowing for interest 
at 3 percent compounded monthly on sum not yet paid out 
OF ULL COest CRON Me OF oa oe caer ee ee eee anon $25, 060 
8. Value at time of retirement of total benefits, including spouses’ and 
survivors’ insurance, including same for workers who never retire 


(RUUD UES G SCROCE TOY, DN ce ne ae ees ee ee $33, 682 
9. Ratio of total benefits to total taxes, valued at time of retirement 

LIS: OVS OY EG Te ho ons ae Dee cee eee = 400 
10. Indicated necessary rate of tax to provide specified benefits (line 9 

times 12.5 percent) - Mn eae cee ee ee a ee 9. 66 
11. “Normal rate” for new entrants including allowance of 0.15 percent 

fOr AtOImIsor an, LUOTOets) oh 8 ne cnn one aang ess 9. 81 


This, then, shows a tax of 5 percent each on the employers and the workers 
would be enough to provide the pensions called for by the railroad pension con- 
ference, so far as workers paying the tax throughout their employment is con- 
cerned—that is, essentially, workers first employed since 1947. The result would 
have to be modified for some factors which cannot be estimated closely. It 
would have to be reduced to allow for the fact that the assumptions specified, 
while more liberal than those of the actuaries, are still conservative. It would 
have to be increased to allow for the extent to which the average of the 5 highest 
years’ earnings for the entire period. 

The margin between the needed tax and the actual tax of 12.5 percent would 
continue, as at present, to help pay for the benefits of those workers who have 
retired without having been in the industry long enough to have fully paid for 
their own benefits through taxes. In reality, this problem of “‘unfunded”’ benefits 
is diminishing. The average worker who retires in 1955 is about 50 percent 
‘funded”’ in theory, and in practice much more than that because of the inadequate 
level of benefits. 


21 Tbid., table A-44, p. 208. 
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TABLE I[.— Annuities of retired railroad workers compared with earnings of employed 
ratiroad work 1937-54 


}Dollars per month] 


Average 
employee 
innuities, 
idyear 


1937 scsi italie dition ines are $63. 03 
1938__.._- 2 a wa 65. 17 
1939...... . ebewsauwwunwia seuecwdu . . 65. 38 
1940 sediciapeangile : ats po —_ 65. 5i 
1941 giel steaieie iota tania biictaelasheee tetehesdaain kane al 4 ‘i 65. 70 
1942 oa “= 65. 92 
DU aici tiieadehicimsieapnca dbase iad ie dash Lack HH. 10 
1944 bah . f 66. 5 
1945_- = ualenabie 2 ; ‘ 67 
1946__ " 
1947....- 
1948 
1949 
1950 
1951 
1952 
1953 
1954 ! ie sepia aeneodetyn 
Including spouses’ benefits: 

Place the dali 

1953__... 





1 Preliminary. 


Sources: Employee annuities—1937-53, computed from RRB Annual Report, 1953, table B-1, pp. 92-93 
1954; RRB Monthly Review, August 1954. Average monthly earnings—1937-53, computed from U. § 
Department of Commerce, National Income, 1954 edition, table 27; 1954 linked from statistics on averag: 
weekly earnings of class I railroad workers contained in the U. 8. Bureau of Labor Statistics’ Monthly 
Labor Review. 


TasBLe II.—Annuities of railroad workers and cost of living 1940 and 1945-54 


{Index numbers, 1940= 100] 


Average Consumer Real an- 
annuity prices nuities 


tac ewlgha teil’ ; 5 ; : 100.0 100 100. 0 
1945... i nao ; 3 7 le edens 3 102.3 128 79. 7 
bt dw ct sig dtishnd donhowt - d 103.3 139. ¢ 74.2 
AT ; at 108. 4 159 68.0 
ince ss Zs 107.0 171.6 i2. 4 
WORR si dans. . : 127.6 169. ¢ 1 
Pesca 26. 6 171 73.8 
1951 ; 125. 9 185. ; 7.9 
1952__- $a : at 5.4 189. | 1.7 
1963.... oaaea ; — ‘ : 191 4 
BOB Sis nica dine : ae 3 . pace .8 191. : 1 
Including spouses’ benefits: 

Dies ieee . puedes in 2. 189. ! 85 

; aa “ 2 awa ’ 191 
a a eee neh macithardahe 4 191 89.3 


Sources: Average annuity from table I. Consumer price index from Economic Report of the President, 
1955, table D-36, p. 176, converted to 1940 base. Real annuities computed from 2 previous columns. 
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TABLE III.—Railroad employees aged 65 and over in service during years, 1937-52 


— eee geeneetineneneenS SRE , 
' | | 


| Percent 





} 
\| | Percent 
Year | Number ofall =|} Year | Number of all 
| | employees |) | employees 
=F } | 
| 
ee ai RR teats 85, 000 | 4.3 SN de aha wiiagleaates 85, 800 | 2.8 
citi rea 51, 300 | 3.2 || 2946- | 84, 700 | 3.2 
Whines idee ds 46, 800 | a Re | 84°60 | 3.4 
BOGS i cts cis ace 48, 400 | 2.8 || 1948. 85, 700 | 3.7 
DE hina ssas-beenta 52, 400 | SOE I ci datenoakivignits aman | 89, 890 | 4.3 
\ eee 58, 600 ROY MUO oo ccntaseeseaeess 90, 500 | 4.4 
 apechqlee eat es 70, 000 | 2) | ee amroneees at | 95, 500 | 4.6 
Ds ches nitdoighce 77,000 | 2.7 || 1952. 97, 900 | 43 
ai 








Source: R. R. B. 1953 Annual] Report, table B-12, p. 109. 
APPENDIX 
(See p. 66.) 


* Calculated for ‘‘immediate age retirements” from table A-9, and A-11, pages 
156 and 159, of the 1952 annual report, this indicates a calculated average “im- 
mediate” retirement age 67.9. Using ‘the 1944 railroad annuitants mortality 
table with l-year rate back, as in the fifth valuation, this is equivalent to a life 
expectancy of 11.58 vears. The valuation assumed that “deferred” retirements 
took place at 68. This is equivalent, with a 1-year rate back, to a life expectancy 
of 12.62 years, according to the valuation standard. The valuation does not 
make clear the assumption used in estimating the proportions of ‘‘immediate’”’ and 
“deferred” retirements. For this calculation, as assumption of 4 “immediate” to 
1 “deferred” retirement was made, roughly corresponding to the average of recent 
years’ experience. This yields an average life expectancy of 11.8 years. 


(See p. 66.) 


> Calculated from table B-8, 1953 annual report, page 101 for full age annuities. 
This shows the percentages of annuities awarded each year still in effect at the 
end of 1952. The differences between these percentages indicate the propertion 
of annuitants dying in each ordinal number of years after the award of the annuity. 
For the 16 percent still left after 16.5 years (awarded in 1936) the life expectancy of 
the 1944 railroad annuitants mortality table (with no rate back) was applied, to 
the average age at the end of 1952 of these annuitants. This calculation indi- 
cates a life expectancy for full age annuitants of 11.02 years. Corresponding 
Sena as of the end of earlier years were 1948, 10.64; 1949, 10.74; 1950, 10.86; 
1951, 11.03. The increasing trend does not represent ‘greater longev ity, but the 
diminishing effect of the usual number of high-age persons among those retiring 
in 1936-37. The effect is largely exhausted by the 1952 calculation. What is 
left of it is probably offset by an opposite effect, the concentration of 1936 and 
1937 awards in the latter parts of those years, not allowed for in the calculations. 


(See p. 67.) 


¢ Calculated approximately on the basis of data contained in 1952 annual report, 
tables A-17, page 165, and unnumbered table of percentage increases, page 167. 
These adjustment percentages were adjusted from a service year to a calendar 
year basis, so that they could be used in conjunction with table A—-17, as follows: 


Percentage increase 


Calendar year (duration year in parenthesis) 





Service year | Calendar year 





Me, Lacinek agpenntiad etedas aces paanstl aia: 30 | 31 
Sei Nccksacneiah siciodacedine eatin aeabtaed 25 | 27 
Seas dam naplagiaannat eceseaaaeak - 20 21 
4 (3) sak titeiianp conten sees heinddilandbesircneied nalees whan atle 16 17 
& (4)....-- co sescbandpdoveangpeeeasensiaccueraapiaied 13 | it 
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The difference between actual withdrawals and expected withdrawals was 
calculated on an average for the period 1947—49, and converted into dollars on the 
following assumed average annual earnings of workers according to duration of 
their railroad employment: 


Calendar years in railroad employment Average an- 
nual wage 





$1, 200 
1, 400 
1, 600 
1, 800 
2, 000 


(See p. 67.) 


4 Obtained ‘by cumulative application of withdrawal percentages, actual for 
average of 1946-49, as calculated from table A-17, and expected by actuarial 
valuation, calculated as indicated in previous note. 


(See p. 68.) 


¢ This assumption is derived as follows: The average retiring employee to date 
has had about 27 years’ experience. Therefore, if every single employee worked 
until retirement, and actually did retire, on the average there would be one new 
retirement for every 27 employees. The number of retirements would equal 
one twenty-seventh, or 3.70 percent, of the average number of workers employed 
during the year. Actually over the 17 years 1938-54, retirements have averaged 
1.98 percent of average employment. (Compiled from 1953 Annual Report 
Railroad Retirement Board, table D—1, p, 164, table B—-18, p. 116; 1953 and 1954 
data, partly preliminary, estimated from issues of the RRB Monthly Review 
and the Bureau of Labor Statistics Monthly Labor Review.) 

This means that so far only 53.5 percent of the employment taxes have been 
reflected in ultimate payment of retirement benefits; or that for every dollar of 
tax collected, roughly 46.5 cents has been a windfall, save for possible payment 
of survivor benefits, which are much lower than retirement benefits. 

In 1947 disability retirements were eased, and the rate of retirements has been 
higher since 1947. In the 7 years 1948-54 (1947 is left out because there were 
many delayed disability retirements, exaggerating the total, in that year) retire- 
ments averaged 2.39 percent of average employment. This may prove more 
representative of the future situation, with liberalized disability retirements. 
During that period, then, 64.6 percent of employment taxes has been reflected 
in ultimate payment of retirement benefits; for every dollar of tax collected, 
35.4 cents has been a comparative windfall. This was used as an assumption 
for the future in the calculations, 


AMERICAN DENTAL ASSOCIATION, 
Chicago, Ill., July 5, 1956. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DEAR REPRESENTATIVE CoopER: The American Dental Association notes that 
the Committee on Ways and Means is presently considering H. R. 16578 and 
H. R. 11764, bills to amend the Railroad Retirement Tax Act to permit certain 
individuals to exclude from gross taxable income the amounts contributed each 
year toward a retirement pension. It will be recalled that the association has 
repeatedly urged the application of a similar equitable tax mechanism to self- 
employed taxpayers for the purpose of encouraging them to establish voluntary 
pension or retirement programs comparable to those authorized corporate em- 
ployees under section 401 of the Internal Revenue Code. As the committee is 
again studying the extension of this equitable tax mechanism, the association 
takes this opportunity to urge the committee to report favorably on H. R. 10, 
the so-called Keogh-Jenkins bill, so that the House may take action on it at this 
session of the Congress. 
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The association, through its house of delegates, has approved a policy favoring 
the principle contained in the Keogh-Jenkins proposal. This policy is founded 
on two considerations. First, the tax inequity presently contained in the Internal 
tevenue Code in the area of pension or retirement plans which favors the cor- 
porate employee over the self-employed individual cannot be justified under 
any acceptable tax philosophy. Second, the high and progressive income-tax 
rates have impeded the establishment of adequate saving programs to assist the 
self-employed individual to provide properly for himself through his later years. 
A savings incentive such as that proposed in H. R. 10 is needed to encourage 
self-employed individuals to establish and maintain voluntary pension programs 
out of current income. 

It is difficult to appreciate the apparent reluctance of the committee to erase 
this tax inequity and to provide pension incentives to those self-employed groups 
which cannot obtain the pension and other benefits that generally flow to the 
corporate employee. 

On behalf of its 85,000 members, the American Dental Association urges the 
committee to report H. R. 10 favorably to the House of Representatives for its 
actioa at this session of the Congress. I request that this letter be placed before 
the committee and included in the printed hearings on H. R. 10578 and H. R. 
11764. 

Sincerely yours, 
Paut E. Jongs, D D.S., 
Chairman, Council on- Legislation. 


(Whereupon, at 11:53 a. m., the hearing was closed.) 


x 








